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PREFACE Pa) 24k 


Some countries whose external debts have been refunded in the past 
will need refunding again in coming years. Others, which have not, 
will. Conditions may change rapidly, but some of the basic problems 
are perennial. This study is intended to clarify some of the issues and to 
summarize past experience. It is my hope that it will prove useful to 
the officials in creditor and debtor countries who will be responsible 
for action, as well as to international economists. Members of con- 
gresses and parliaments may find some matters of general policy 
interest. 

The varied audience to whom the book is directed has determined 
the selection of material. Some aspects of the problem have been 
treated in greater detail for the benefit of some readers, who may not 
be as familiar with developments in particular countries, or in the less 
developed world generally as are the specialists in finance and devel- 
opment. Debt refunding cannot be considered in isolation from eco- 
nomic and political circumstances. In several places arguments have 
been developed because discussion with interested individuals, here 
and abroad, indicated that more explanation was needed, or as the 
consequence of criticisms of earlier drafts of this essay. For practical 
people, precedents may seem more important than theoretical anal- 
ysis, particularly when fairly prompt action must be taken in a situa- 
tion which is often emotionally charged or politically difficult (see 
chapter 4). There are some policy suggestions in the concluding chap- 
ter, but this should not be considered a ““how-to” book. A good “‘how- 
to” book should give clear and simple directions. The complexities of 
the debt situations of the less developed countries, however, do not 
admit of uniform, ready, or simple prescription. 

Published sources have generally been cited. References to /nter- 
national Financial Statistics, the U.S. Treasury’s Foreign Credits by the 
United States Government, Moody’s Municipal and Government Manual 
and the reports of the financial institutions have not always been given. 
In some cases they have been cited specifically when there were con- 
trary data in other places. I have relied heavily on U.S. materials and 
the statistical work of the IBRD. These data are more readily available 
and probably more consistent than some others. The IBRD debt sta- 
tistics have been invaluable. They are as full as possible in an area 
where information is scattered and not always reliable. Some govern- 
ments are rather chary about publishing data on their debts, or the 
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loans they have made or guaranteed. Some unpublished materials 
prepared by the staffs of the International Monetary Fund and the 
World Bank have been used with their permission. In a rapidly chang- 
ing situation it is practically impossible to present data on a completely 
current basis. To the extent feasible, information has been carried to 
the end of 1971. The editor of the University of Oregon Books has 
kindly given permission to reproduce two charts in the text. 

This study started as a by-product of my work in the U.S. Treasury, 
which since 1943 was in good part concerned with international loans 
and lending policy. The research could scarcely have been done with- 
out use of the Department’s facilities and suggestions of members of 
the staff. This monograph should not, however, be regarded as repre- 
senting the Treasury’s views or having its approval. It has not been 
reviewed by the Department. Staff members of the Export-Import 
Bank and AID as well as of the IBRD, IDB, and IMF have supplied 
data. Neither they nor their agencies are responsible for the use made, 
or the inferences drawn from, the facts supplied. 

The study owes much to discussions with friends in the U.S. govern- 
ment, in other governments and in the international agencies. I had 
many fruitful conversations as early as 1950 with the late Sir Ernest 
Rowe-Dutton, the U.K. Executive Director of the IBRD, on such 
topics as debt-servicing capacity, debt service ratios, balances of pay- 
ments and related problems of international finance. Some residuum 
of these discussions may remain here. Among the many friends who 
were especially helpful in supplying data, giving me expert opinions on 
particular points, or who read and criticized parts of the manuscript 
relating to their areas of interest, I am happy to mention Ernest F. 
Chase, Michael F. Cross, Allan J. Fisher, Edgar T. Gordon, Walther 
Lederer, Robert A. McPheeters, Jr., Charles L. Merwin, Raymond F. 
Mikesell, Eugene E. Oakes, Helen W. Paulson, R. H. Rowntree, 
Ernest Sturc, Arthur E. Tiemann, Robert S. Watson, James W. West- 
cott, John Westley, Alfred D. White, and Richard C. Williams. I have 
not always accepted their criticisms, and they may not agree with my 
views—nor necessarily with each other. Chapter 2 and the appendix 
had the invaluable help of Cedric W. Kroll, the U.S. government 
Actuary. 

The librarians of the Treasury and of the Joint IMF-IBRD library 
helped find many items. Mrs. Alice H. Benson, who prepared the 
earlier typescripts and the tables, eliminated errors in the process. 
Mr. W. N.Hicks ably edited the text despite numerous emendations 
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required by events occurring while the work was in press. 

Kathleen Studdart Bittermann gave many useful leads to sources of 
information, explained matters in her special area and discussed many 
moot points. She has endured my preoccupation with the problem of 
debt during the long period when this work was being written. 


Henry J. Bittermann 
Washington, D.C. 
Tuly 22; 1972 
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1. THE PROBLEM 


INTRODUCTION 


Economic development in the low-income countries has been fi- 
nanced by external borrowing, direct investment, receipts of grants 
and the investment of local savings. External public debt is now almost 
$60 billion and annual payment of interest and amortization is about 
$6 billion. Both amounts may be expected to increase over the coming 
years as more resources are transferred on loan terms from the indus- 
trial to the less-developed countries, ! in the hope of raising their stan- 
dards of living. The end is nowhere in sight except for a relatively few 
countries which are emerging from the underdeveloped group, and 
whose balances of payments have improved to the extent that they 
could begin net repayment. Individual debts to institutions, govern- 
ments and private investors have been paid off, but the aggregate 
external debt has been increasing for most. To animportant degree old 
debts have been paid off by new borrowing. With additional debt 
arising from borrowing for new purposes, principal and contractual 
annual debt service (interest and amortization) have been mounting at 
compound rates of 13.47 and 10 percent respectively (1961—69). In the 
face of persistent balance of payments deficits, the strain has been 
increasing to the extent that the situation has sometimes been de- 
cribed as the “debt explosion.” The decisions on debt to be taken over 
the next decade or two will be crucial to the development process and 
may have significant social and political consequences. 

This study of debt refunding? is confined to the forms of debt relief 
given to less developed countries. The debt problems related to the 
liquidity issue and capital movements of industrialized countries with 
heavy foreign obligations, such as the U.K., Japan and Canada, will 
be regarded as a separable issue. 


|. Incurrent usage, the terms “underdeveloped,” “less developed” (LDC), and “developing” 
countries are used interchangeably. There is no satisfactory line of demarcation between “‘ad- 
vanced” and “‘developing” countries. The DAC classification, based on historical accidents, 
includes Portugal with the advanced and Spain and Argentina with the developing, though the 
per capita incomes of these countries are considerably higher than Portugal’s and they are as 
industrialized. IBRD and DAC statistics are generally according to this definition. These figures 
have been used frequently below. 

2. “Refunding” here does not include the practice of replacing a maturing bond issue or 
other debt instrument by a similar debt instrument as a mere market mechanism, as the U.S. 
Treasury and other governments regularly do. Solvent corporations, such as public utilities and 
railways with a large debt in proportion to equity, frequently “roll over” their obligations. Sim- 
ilarly, the IBRD regularly rolls over its short-term debt issues. These are generally mere matters 
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The term “refunding” is used here as the most general term applying 
to the debt relief operations. The specific arrangements made may 
take a variety of forms, discussed below. This study deals with both 
the actual refundings which have taken place in recent times, and with 
some general problems which have resulted in refundings, since these 
conditions are applicable in part to the countries which have thus far 
not sought debt relief, though probably to a lesser degree than to the 
countries which have. 

The _refundings discussed here are arrangements which have been 
made either after default 3 in the payment of interest or amortization of 
outstanding international debts, or by agreements between creditors 
and debtors to avert default in the light of the severe balance of pay- 
ments problem of the debtor country, or agreed as part of over-all 
programs of economic development financed on favorable terms by 
the various creditor countries. 

This study is directed primarily to the refunding operations affect- 
ing the less developed countries since World War II. The refunding of 
international debts, however, is not a phenomenon of recent years. In 
the nineteenth century there were many defaults and refundings of 
bonds issued by less developed countries in the markets of the capital 
exporters, and many of the countries which have been in debt difficul- 
ties in recent years have had a long and checkered debt history. These 
earlier refundings are noted incidentally, particularly in chapter 4 
below, since they shed some light on the problems now existing. Many 
of the factors responsible for default in the last century have been 
present in the recent period, particularly inflation, balance of pay- 
ments deficit, and overborrowing. 

Prior to the Great Depression, external long-term debt consisted 
primarily of bond issues floated abroad. Only rarely could a refunding 
be arranged prior to actual default. Then some agreement had to be 
reached by the debtor and the bondholders, often represented by com- 
mittees, which could not bind the bondholders but could merely 
recommend acceptance of the proposal. In some instances the debtor 


of financial convenience rather than arrangements necessary because of the inability of the 
debtor to meet service requirements. 

3. The term “default” is used here to apply to the failure of payment of contractual interest 
or amortization so that the term is used more narrowly than the term “default” as defined in loan 
contracts, which frequently specify that a default occurs, not only with the failure to pay interest 
or amortization, but to perform a great number of other acts specified. There can, of course, be 
dispute as to what should properly be regarded as default. Some governments, for example, have 
claimed that they had not defaulted when they had made an offer for refunding outstanding debt, 
even though this offer had not been accepted by the creditors. Mere short delays in the payment 
of charges, though technically defaults, are not considered here as such. 
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made a unilateral offer to the private creditors, which they could 
accept as the alternative to not being repaid at all. The governments of 
the creditors were not parties to the agreements, though they could use 
diplomatic means to protect their nationals. 4 

The depression and earlier defaults dried up the market for port- 
folio investment except for a few countries, notably Canada, which 
had maintained their debt service. Only in the last few years has there 
been a significant issue of bonds on world markets, a movement in part 
facilitated by the Euro-dollar market. Relatively small amounts of the 
bonds refunding earlier issues by the developing countries are still 
outstanding. 

Even ordinary exports in the postwar period would not be financed 
by exporters and their banks without governmental guarantees in view 
of all of the political and commercial risks in a period when currencies 
were inconvertible, trade subject to restrictions, and even the govern- 
ments of the importing countries uncertain. To restore their export 
trade, the countries of Europe particularly created or expanded gov- 
ernmental or quasi-public corporations to guarantee both short- and 
medium-term transactions. National (e.g., The Export-Import Bank 
of the United States, the Commonwealth Development Corporation) 
and international institutions were established to finance investment 
in, exports to, and development of the LDCs. Hence, when debt diffi- 
culties have arisen, governments have had to play a larger role in the 
debt relief measures, either as direct creditors or as the representatives 
of the export guarantee organizations. One of the consequences has 
been that in recent years debt refunding has been arranged to forestall 
default, rather than, as in the earlier period, to settle debt after default 
had occurred. 

In the course of the last ten years it has been necessary to make one 
or more multilateral refunding arrangements of the external debts of 
the largest less developed countries, Argentina, Brazil, Chile, India, 
Indonesia. There have also been multilateral agreements for Turkey, 
Ghana, and Liberia.These countries account for more than-one-third 


-of the totaloutstanding public debt of the LDCs to governments, pri- 
~ vate creditors, and international institutions. In addition to the multi- 
lateral refundings, there have been bilateral refundings of part of the 


4. In an earlier period, they also occasionally intervened militarily. Customs receiverships 
are no longer acceptable procedure. See e.g., Herbert Feis, Europe the World's Banker, 1870- 
1914 (New Haven, Conn.: Yale University Press, 1930), and Diplomacy of the Dollar, First Era 
1919-1932 (Baltimore: Johns Hopkins Press, 1950); Dana G. Monroe, Intervention and Dollar 
Diplomacy in the Caribbean, 1900-1921 (Princeton, N.J.: Princeton University Press, 1934). 
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debt of Peru, Yugoslavia, U.A.R. and other countries. That is, devel- 
oping countries whose debt is more than half of the total have had to 
have refundings. 

Certain conditions appear to be characteristic of the countries ob- 
taining debt relief. Almost all have heavy debt service in proportion to 
their earnings of foreign exchange. There has generally been an infla- 
tionary situation over a period of years. They have had prolonged 
balance of payments deficits and overvalued exchange rates. Crises 
have been precipitated by political events and by the cessation or dimi- 
nution of the rate of capital inflow as a consequence of political events 
or shifts in policy, or the refusal of the creditors to continue extending 
additional credit. 

Inflation, deficit, overvaluation and heavy debt are characteristic, 
however, of many other LDCs. As a broad generalization, it is proba- 
bly fair to say that most of the developing world has suffered from 
inflation to a greater degree than the creditor countries, and again, as 
a broad generalization which might require qualification in some 
cases, that their exchange rates have been overvalued. This is proba- 
bly a fair assumption for any country which needs general balance of 
payments assistance over a period of years, except when this aid is 
provided for a few years to support a stabilization effort at a new and 
realistic exchange rate. 

With the increasing amount of debt service and the slower increase 
in exchange receipts, it may be anticipated that other countries, which 
have thus far been able to meet the contractual requirements of in- 
terest and amortization on their borrowings, will find themselves in 
the course of the next few years in a situation in which they, too, will be 
seeking relief from their creditors. In the period since World War II, 
refunding has been an arrangement reluctantly agreed to by the credi- 
tors and proposed by the debtors only in extreme circumstances. 
Myrdal has called it a ““more considerate way of managing a bank- 
ruptcy.”’5 Unlike bankruptcy proceedings under municipal law, the 
governmental debtor’s debt is not discharged through international 
action. The debtor generally has to pay back the same principal, but 
over a stretched-out period. 

As more adjustments are made, the debtors may have fewer com- 
punctions of conscience and less fear of destroying their image of 
“‘credit-worthiness”’ if they have to refund, and, on the other hand, the 


5. Gunnar Myrdal, The Challenge of World Poverty, (New York: Pantheon Books, 1970), 
pp 291-92 
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creditor countries and lending institutions will be perhaps less reluc- 
tant than they have been to face the realities of the situation. In the 
quite recent period debt refunding has become an alternative to addi- 
tional concessional aid, and in fact, a precondition to such aid, as the 
countries offering the easiest terms have been reluctant to see their aid 
indirectly used to pay off debt to creditors on harder terms. 
Moreover, three important studies, which may be expected to exert 
considerable influence on the thinking and policies in the creditor and 
aid-giving countries, have proposed extended debt rescheduling as 


part of the program of aid to the less developed countries. The Pearson | 
report ® recommends that “debt relief should be recognized as a legiti- | 


mate form of aid. If future debt crises are to be forestalled, sound fi- 
nancial policies must be pursued and the terms of aid must be lenient. 
The cooperation of aid givers in consortia and consultative groups 
also calls for greater uniformity of terms.” 

The Rockefeller report 7 recommends that “‘the United States policy 
for the Western Hemisphere should recognize the multiple advantages 
of a generous rescheduling of debt service requirements for countries 
facing balance-of-payments problems.” 

The Peterson report not only states the problem of the debt burden 
of the developing countries, but also has a concrete recommendation 
for a general procedure to deal with the debt refunding problem. 
The debt burden of many developing countries is now an urgent problem. It 
was foreseen, but not faced, a decade ago. It stems from a combination of 
Causes : excessive export credits on terms that the developing countries cannot 
meet; insufficient attention to exports; and in some cases, excessive military 
purchases or financial mismanagement. Whatever the causes, future export 
earnings of some countries are so heavily mortgaged as to endanger con- 
tinuing imports, investment, and development. All countries will have to 
address this problem together. * 

The Peterson task force proposed a “‘comprehensive strategy” for 
dealing with the problem of the 5 to 10 countries with the most severe 
problems, including (1) debt rescheduling proposals by the IBRD and 
IMF on the basis of the future debt service and export potential of the 


6. Lester B. Pearson, Chairman, Partners in Development, Report of the Commission on 
International Development (New York: Praeger, 1969), pp. 18-19. Hereafter cited as Pearson 
Report. 

7. Nelson A. Rockefeller, “Quality of Life in the Americas: Report of a U.S. Presidential 
Mission for the Western Hemisphere,” (mimeographed, 1969), p. 78. Hereafter cited as ““Rocke- 
feller Report.” 

8. Rudolph A. Peterson, chairman, “Report to the President from the Task Force on Inter- 
national Development: U.S. Foreign Assistance in the 1970s: A New Approach” (March 4, 
1970). pp. 10. 33- 34. Hereafter cited as “Peterson Report.” 
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debtors; (2) rescheduling of bilateral and government guaranteed 
loans, but not international agency loans; (3) internationally agreed 
ceilings and minimum maturities of commercial credits; (4) IMF 
stand-by credits; (5) undertakings on development and financial poli- 
cies by the debtors; and (6) provision of new loans to the debtors on 
the ““most concessional terms.” 

David M. Kennedy, former Secretary of the Treasury, also pointed 
to the need for dealing with the problem and suggested that govern- 
ments and lending institutions address themselves to the subject of 
“amortization assistance.” He said: 

Many of us feel that in the years ahead the burden of debt amortization 
may not only seriously impede economic growth, it could also lead to casual- 
ties in the development process. We already have examples of past and pros- 
pects of future situations of debt rescheduling when the coming maturities 
could not be met. 

Forward looking financial planning requires creditor nations and institu- 
tions to address themselves to this subject of “‘amortization assistance.’’9 

With these distinguished policy recommendations, it may be expec- 
ted that additional countries sooner or later may request debt relief. 
The situation could well be precipitated on a fairly generous scale by 
the reestablishment of equilibrium in the U.S. balance of payments, 
which would have the effect of reducing earnings of dollars by the 
LDCs either directly, or through the intermediate step of a reduction 
of the dollar receipts of other creditor countries. (A large part of trade 
and debt transactions is denominated in dollars even when no Ameri- 
can finance is involved.) 


DEBT SITUATION OF DEVELOPING COUNTRIES 


The less developed countries of the world have external public debt 
of about $60 billion, requiring debt service in 1970 of about $6 billion 
annually. Outstanding debt has been increasing by about $4 billion to 
$5 billion annually and debt service by several hundred millions. There 
are no complete or entirely accurate figures for the growth of this debt, 
nor even of the amount now outstanding. In fact, it is difficult to 
establishin many cases the extent of the indebtedness of particular 
countries, and this happens to be true, incidentally, of some of the 


9. David M. Kennedy, “Remarks at the Cincinnati Council on World Affairs, February 20, 
1970” (U.S. Treasury, press release, Feb. 20, 1970). 
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Table 1. External Public Debt Outstanding and Debt Service Payments of 
Developing Countries, December 31, 1955 to 1969 (Millions of Dollars). 


Outstanding debt 
including undisbursed Service payments 


1955 9,689 

1956 10,473 795 
1957 12,116 986 
1958 14,091 1,374 
1959 16,430 1,746 
1960 18,654 2,223 
1961 21,587 2,314 
1962 25,942 2,585 
1963 29,713 2,749 
1964 33,175 Bulga 
1965 37,532 3,415 
1966 42,727 3,787 
1967 48,441 3,978 
1968 54,258 4,528 
1969 59,331 4,968 


Source: IBRD, see Annual Report, 1969, p. 48, 71; 1971, pp. 63, 68. Data for 1961 to 1968 
include 80 or 81 countries, which probably account for 90-95 percent of the debt. Data for the 
earlier years were based on reports from 92 countries, but are probably less reliable. 


countries whose external debt has been adjusted in recent years. !9 
The reports of the debtor countries made to the IBRD are not always 
consistent. Involved are matters of coverage, currency valuations and 
terms. The creditor countries, other than the United States, !1 do not 
generally publish detailed reports of their credits extended to other 
countries. The IBRD may eventually be able to reconcile apparent in- 
consistencies in the data, ! 2 but has not been thus far wholly successful. 
Its estimates are, however, the best available. The IBRD believes that 
there may be some understatement of amounts.!3 Tables 1, 2, and 3 
show the growth of the debt and debt service and a breakdown by 
classes of debt. 

The IBRD data cover only external public debt, that of govern- 
ments, their subdivisions and governmentally guaranteed private 

10. See chapter 4 below. 

11. The Department of the Treasury issues a report to Congress, Foreign Credits of the United 
States Government, as of June 30 and December 31 of each year. 

12. The need for adequate and consistent data on debt transactions 1s the raison d’étre for the 
“Expanded Reporting System’ under IBRD-DAC auspices. The principal creditor countries 
are submitting reports on their transactions to the Bank and DAC. When the system is fully 
operative, reliable data will be available though the restrictions on the use of the data, necessary 
to get agreement on submission, will still leave some gaps. See H. J. Bittermann, “Treasury 
Reporting on Foreign Grants, Loans, and Credits,” Statistical Reporter, April 1968, pp. 161—66. 

13. IBRD, Annual Report, 1971, p. 50. The Bank’s estimates have been revised from time to 


time. Apparently some countries have excluded in recent reports items formerly reported as 
public debt. Some credits for military purposes are probably not reported, as being “classified.” 
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Table 2. Outstanding’ External Public Debt of Developing Countries, by Area, 
December 31, 1969 ( Millions of Dollars). 


Africa 

Southern Europe 
East Asia 

Middle East 

South Asia 

Western Hemisphere 
Total 


Outstanding debt Disbursed 

including undishursed outstanding 
9,183.5 7,010.3 
6,228.3 4,619.9 
7,609.2 5,548.6 
4,883.2 3,882.7 
13,809.0 11,112.6 
17,618.3 13,566.9 
59,331.4 45,741.0 


Source: IBRD, Annual Report, 1971, p. 63. 
a. Included are debts with an original maturity of more than one year, payable in foreign 
exchange. 


Table 3. External Public Debt, Including Undisbursed, of Selected Developing 
Countries as of December 31, 1969 ( Millions of Dollars). 


Total (81 countries) 59,331.4 

Africa total 9,183.5 Middle East total 4,883.2 
Ghana 637.9 Iran 2,520.5 
Morocco 787.8 Israel‘ 1,715.0 
Meee 633.9 South Asia total 3,809.0 
Tunisia 732.6 Gaul 469.6 
U.A.R.2 1,721.7 Sa ae 
gee eee India 8,910.5 
Europe total 6,228.2 Pakistan 3,779.5 
Spain 1,483.7 Western Hemisphere total 17,618.3 
Turkey 2,181.3 Argentina 2732315 
Yugoslavia?’ 1,718.3 Brazil 355222 
East Asia total 7,609.2 Chile , 2,227.0 
Indonesia 2,984.8 Soe 1,515.9 
mares 2124.8 Mexico SES 
Peru 1,117.1 


Source: IBRD, Annual Report, 1971, pp. 64-65. 

a. As of 1968. Figures for 1969 are not published. 

b. Figure does not include nonguaranteed debt of the “social sector,” contracted after March 
31, 1966, amounting to $960 million. 

c. Outstanding disbursed only. 


obligations when payable in foreign exchange. Excluded are private 
obligations not guaranteed by the debtor countries’ governments ! 4 
and loans repayable in the debtors’ currencies, e.g., the loans of the 
(U.S.) corporate Development Loan Fund (1955-61) and other agen- 
cies when repayable in local currency, Cooley loans, !> and other loans 
made from P.L. 4801© currencies. 


14. These credits often have “exchange assurances,” i.e., the central bank agrees that it will 
provide exchange against local currency to enable the debtor to meet his obligation. 

15. Loans to private enterprises, repayable in local currencies, made from local currency pro- 
ceeds under P.L. 480 (Sec. 104e). 

16. Agricultural Trade Development and Assistance Act of 1954, as amended. 
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As of January 1, 1970 (see Table 2), $13.6 billion (22.9 percent) of 
the credits previously committed remained unspent. The amount was 
small in the category of “‘other private credits’’ which includes bond 
issues and credits from nonbank, nonsupplier sources. Supplier credits 
are expended more rapidly than governmental or international insti- 
tution loans. While some of the undisbursed amounts may never be 
utilized because of the limitations imposed by the loan agreements, 
such as the commodities which may be purchased, it may generally be 
assumed that the bulk will eventually be used. There is always a lag in 
disbursement of funds on projects. Credits for imports generally are 
spent more rapidly, though it may take time to select goods and place 
orders. A country receiving balance of payments credits may also, asa 
matter of prudence, maintain a “‘pipeline.”’ Accordingly, projections 
of principal repayments are best taken at committed amounts and 
contractual amortization schedules, since project loans usually have a 
grace period on principal repayment corresponding to the construc- 
tion time. There may, of course, be grace periods which are set for 
longer periods to reduce the strain on the debtor’s balance of pay- 
ments. Projections of interest are made on the basis of amounts 
actually disbursed, since this is the usual payment method. On the 
basis of debt in existence on January 1, 1970, the IBRD has projected 
debt service of $6 billion in 1970, $6.1 billion in 1971, and decreasing 
amounts thereafter to $2.9 billion in 1980.'’ As new indebtedness is 
incurred, net of repayments, the total service will increase, though it 
cannot be projected statistically without having the amounts, interest 
rates, and amortization schedules. 

In addition to servicing their public debts developing countries must 
pay on nonguaranteed private obligations to foreigners. The amount 
of this debt is unknown in the aggregate. The long-term claims of U.S. 
banks and nonbanking concerns, mostly loans, on developing coun- 
tries were about $3 billion at the end of 1969. The proportion of these 
claims included in the public debt figure is not known, since American 
entities have loaned to governments, or have received guarantees. The 
Treasury data also exclude loans from American corporations to their 
subsidiaries abroad. In other industrial countries private loans to 
private firms abroad are often guaranteed in the creditor country, but 
such figures as are available do not admit of a breakdown in the over- 
lap with public credits. A guess based on the known unguaranteed 


17. This projection excludes about $800 million of loans whose terms are not known, but also 
includes some nonguaranteed supplier credits in Brazil and India. It also excludes service on 
$960 million of the debt of the “social sector” in Yugoslavia, which is not guaranteed by the 
State. 
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credits of a few countries would be that the private credits which the 
LDC economies must service exceed $5 billion. 


COMPOSITION AND TERMS OF DEBT 


The breakdown of debt by creditor class in Table 4 is analytically 
useful in that the interest rates and maturities vary as among classes of 
creditor, though there is also considerable variation within any cate- 
gory. International organizations and governments lend from several 
“windows” at quite different terms. Suppliers’ credits and private 
bank credits are more homogeneous. The distinctions are particularly 
important in the analysis of balance of payments strains leading to 
refunding, and the problems of arranging debt relief differ with the 
classes. 

Table 4 shows some of the broad differences. The projected debt 
service in 1970 on supplier credits is about 20 percent of the principal 
(including undisbursed). The corresponding percentages for inter- 
national organizations and DAC governments are 6.6 percent and 7.1 
percent respectively. Banking credits require service of 23.6 percent of 
principal, but this ratio may be misleading in that banks by renewing 
credits reduce actual amortization to a smaller figure. CMEA credits 
have special conditions applicable. 

The prospective borrower may have a degree of choice in obtaining 


Table 4. Outstanding Public Debt of 80 Developing Countries, January 1, 
1970, and Projected Debt Service, 1970, by Creditor Class (Millions of 
Dollars). 


Outstanding Debt 

including Outstanding service 
undisbursed dishursed Percent 1970 Percent 
Suppliers’ credits 7,708.0 6,334.0 13.9 IES Bie 2a 
Private bank credits B74 i 2,879.5 6.3 845.1 14.1 
Other private credits 4,528.8 4,370.2 9.6 502.7 8.4 
International organizations MESSS:S 7,265.9 15.9 744.6 1S 
DAC-member governments 24,814.1 19,803.9 43.4 1,763.3 295 
CMEA governments 5,083.0 3,915.6 8.6 436.9 es 
Other governments 1,486.3 1,013.0 Died 146.8 Des 
Total 58,528.2 45,582.2 100.0 5,976.5 100.0 


Source: IBRD. The total differs from the preceding table by the amount of credits whose 
terms were not known and by certain adjustments in the figures for particular countries, for 
which comparable data could not be derived. Data differ slightly from the IBRD Annual Report, 
1971, p. 67. 
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development funds, depending on the purpose, the conditions of pro- 
curement, the policies of the lenders, and the availability of funds at a 
particular time for a particular place. National and international or- 
ganizations both finance development projects. National agencies, 
which have been export-oriented, generally limit procurement to their 
own country, while international agencies for the most part use inter- 
national competitive bidding. National agencies for political or tradi- 
tional reasons have geographic preferences, as of course, do the 
regional multilateral banks. Terms and maturities vary. As an alter- 
native, the governmental borrower may secure supplier credits or 
obtain a loan from a commercial bank abroad to finance procurement. 
Smaller private projects have probably been financed mostly by sup- 
plier credits. Many larger projects have been financed by obtaining 
loans from international and national institutions as well as supplier 
credits. While bond issues give national governments and their subor- 
dinate agencies the greatest latitude in the use of the funds, only a few 
of the underdeveloped countries have recently been able to use this 
form of finance. 

Accordingly, the debt profile'® and the amount of debt service in 
relation to the borrower’s capacity to repay vary from country to 
country, depending on the sources from which it has borrowed and 
particular loan terms. In practically all developing countries, the debt 
profile shows increasing amounts for the first few years after the given 
date, with slowly diminishing amounts as credits are paid off. The 
larger the proportion of bank and supplier credits in total debt, the 
larger will be the “hump” in the schedule.!° The profile shifts as new 
indebtedness is incurred, and the shape of the curve varies with the 
terms of the new debt. This “hump” problem has precipitated debt 
refundings in the past, which have generally smoothed out the curve 
for a few years, and in others, pushed the “hump” forward a few years. 


Commercial Credits? °® 


From the standpoint of debt refunding, commercial credits, parti- 
cularly suppliers’ credits, have been most important since their rela- 


18. The “debt profile” is the projected future contractual service (interest and amortization) 
on loans outstanding ona given date. It does not include service on indebtedness not yet incurred. 

19. The IBRD does not publish the debt profile projections for individual countries. Its pro- 
jection for all countries has been mentioned above. The “hump” is sometimes more formal than 
real. Bank loans often have a formal maturity of one or two years, but are frequently renewed at 
maturity. The debt profile may well exaggerate the actual amount due in the given period for 
countries using this form of credit. 

20. For description and analysis, see IMF, “The Use of Commercial Credits by Developing 
Countries for Financing Imports of Capital Goods,” in IMF, Staff Papers, 17 (March 1970): 
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tively short terms have frequently resulted in acute debt problems for 
the borrowing countries. Moreover, until relatively recent years, 
countries other than the United States, and the U.K. and France in 
special areas, have supplied development finance principally in the 
form of supplier credits though, as noted below, these credits have 
been importantly supplemented by governmental credits. 

Commercial credits may take several forms. In the broadest sense 
they include the short-term credits, bank loans and acceptance credit 
for financing trade, which have not generally been a part of debt relief 
exercises except when short-term credits have been refunded at longer 
terms. In 1970 suppliers’ credits (over one year) to the developing 
countries were estimated by IBRD at $7.9 billion equivalent and bank 
credits at $3.6 billion. Other privately held debt was $4.6 billion, and 
this sum included publicly and privately issued bonds and notes 
amounting to about $4.4 billion. 

Supplier credits generally are used to finance exports of capital 
equipment and have maturities from one to ten years. While terms of 
under five years were most common, since 1961 credits of more than 
five years have been growing faster than those of one to five years.7! 
Amortization in 1970 of $1,233.2 million (16 percent of principal) 
would indicate an average term of 6.66 years. The exporter generally 
makes the sale conditional upon securing credit, then obtains the 
guarantee of the export credit agency, and finally discounts the paper 
with a commercial bank or a medium-term credit institution, particu- 
larly when the commercial banks are reluctant to finance longer-term 
credit transactions. Sometimes these steps are arranged simulta- 
neously. The importer may also have to obtain and pay for the guar- 
antee of his obligation by a commercial bank, central bank or other 
public authority. Typically, the exporter credit is relatively small, say, 
under $3 million per transaction. But exporter credits have been used 
to finance ship sales, the construction of steel mills, textile mills, metal 
refineries, cement plants, chemical plants, manufacturing plants of a 
considerable variety and even hydroelectric installations.?2 The bor- 
rowers have been both public and private entities. 

Many of the projects are on a “turnkey” basis, with the exporter of 


29-109; U.N., Export Credits and Development Financing (1967), pp. 122; IBRD, Suppliers’ 
Credits from Industrialized to Developing Countries (1967). (The IMF and IBRD studies were 
prepared for UNCTAD.) 

21. OECD, Development Assistance Efforts and Policies, 1967 Review, p. 72; IMF, “Use of 
Commercial Credit,” pp. 100-01. 

22. For some illustrations, see U.N., Export Credits, pp. 36-38. 
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the equipment assuming responsibility for installation and often the 
associated civil works construction. Borrowers have frequently pre- 
ferred this arrangement not only for the technical efficiency of the 
operation, but for the financing of local currency expenditures. Con- 
struction of highways, port facilities and other projects has also been 
financed on supplier credit terms and the contractors have sometimes 
been paid in serial notes due over a short period of time (e.g., Liberia, 
Ghana). It seems fairly obvious that ten years is too short a period for 
amortization for many of these projects. 

From the standpoint of the borrower, the exporter credit has certain 
distinct advantages in comparison with borrowing from an interna- 
tional agency, or even a national agency such as Ex-Im and its counter- 
parts in other countries. The first is avoidance of the delay inherent in 
institutional lending, since investigation of plans, credit-worthiness, 
legalities, etc. take time. The firm offering supplier credits is anxious 
to make the sale; the institution has to consider priorities, and is 
limited by its ability to borrow, legally or practically. Secondly, the 
borrower may establish a continuing relation with the supplier (as he 
would generally not with competitive bidding) in terms of technical 
assistance, ready availability of replacement parts and sometimes 
trade connections. In some instances, a private borrower may acquire 
rights to use the patents and brand names of the supplier. Sales have 
sometimes been said to involve bribery or ““shakedowns”’ when made 
to public entities. 

Exporter credits also have substantial benefits to the economy of the 
importing country. Institutional lending has generally been concen- 
trated on larger infrastructure projects which yield returns over a 
longer period, while the exporter credit may finance the equipment 
needs of a going concern and so add to production in a short time and 
often earn foreign exchange. Even when new smaller enterprises are so 
financed, benefits may be realized over the short run. These advan- 
tages have been recognized by the institutional lenders (IBRD, IFC, 
IDB, and Ex-Im) in loans to private development companies or banks, 
which can finance the equipment import requirements of the private 
sector more readily. Loans by these companies are an alternative to 
borrowing on exporter credit terms. They may be cheaper and they 
generally allow greater flexibility in choosing suppliers than when 
supply and finance are joint. 

A second form of commercial credit, sometimes called buyer’s 
credit or financial credits, consists of loans from commercial banks or 
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intermediate credit institutions, such as Edge Act Corporations, made 
directly to the borrower who then pays cash or obtains very short-term 
credits from the actual supplier. Commercial banks in making these 
loans may also obtain guarantees from the export credit insurance 
agency, though probably the largest portion, especially in the U.S., is 
uninsured and unguaranteed. Commercial banks sometimes are reluc- 
tant to lend abroad at terms of more than a year. Often this is a 
nominal requirement since the loan to the foreign borrower, particu- 
larly a foreign government, may be in the form ofa line of credit or, at 
the maturity of the individual note, the bank extends a new loan of an 
appropriate amount. Commercial banks in the United States, Canada 
and the U.K. have frequently extended such credits, and Latin Amer- 
ican countries have frequently had debts of a year or two maturity 
which could readily be rolled over. Of course it is precarious credit, 
since the commercial banks may not renew or may reduce their expo- 
sure, partly in response to credit regulations. The rate of interest, and 
sometimes additional commissions vary with market conditions, and 
may not be subsidized by governments as are the rates on exporter 
credits. On the other hand, financial credits have sometimes been used 
to reduce the cost to the borrower. Sometimes the credits, particularly 
in the recent period of rising interest rates, have had a variable interest 
applied to the outstanding amount, depending on such factors as an 
agreed differential over the central bank rate (e.g., U.K.), or the prime 
rate in the market, e.g., credits from New York banks, or the rate on 
Euro-dollars. The borrower in this case may find the cost of the loan 
considerably higher than expected, and may find this form of finance 
more costly than supplier credits, while the debt service may mount for 
reasons entirely beyond the borrower’s control. 

Exporters and banks would normally not be willing to take the risk 
of medium-term loans in a developing country since exchange controls 
are unpredictable and the prospective debt burdens of the borrowing 
country may be such as to inhibit private risk-taking. To push exports 
for balance of payments or other reasons, most of the industrial coun- 
tries have established public or quasi-public corporations to insure 
foreign credits. The organization and structure of these concerns and 
the policies which they follow vary considerably from country to 
country. In general, it may be said that the guarantee agency charges a 
fee for its guarantee, which is passed on to the ultimate borrower. The 
fees are generally held in revolving funds though sooner or later losses 
fall upon the government, even in the case of the quasi-public guar- 
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antee agencies.** Countries in their export drives have also often 
provided some form of subsidized interest rate on these transactions 
through such devices as rediscounting of the paper with the central 
bank at a favorable rate, budgetary allocations to the export credit 
institutions or rediscounting of the paper with special financing insti- 
tutions created to provide longer-term credit than would the com- 
mercial banks. 

To harmonize the terms for export financing the principal European 
agencies established the Berne Union (1934), which the American, 
Canadian and other agencies subsequently joined. While the Berne 
understandings required a minimum downpayment on the part of the 
importer and originally tried to limit the maturity of supplier credits to 
5 years, the developing competition among the capital exporters has 
greatly loosened these terms, though the members are obligated to 
inform the union ex post of guarantees over 5 years and on request to 
supply information on proposed credit terms to other members so as 
to allow the possibility of matching. It had been argued in Europe that 
the tied-project credits of the Ex-Im gave American exporters an 
undue advantage, since maturities were longer and interest rates 
lower. The result has been the loosening of the Berne Union under- 
standings and the provision of governmental funds to provide finan- 
cial credits parallel to the exporter credits at lower interest rates or 
longer maturities. 

In face of the export drives by the industrial countries, the importers 
were in a position to bargain for longer maturities or lower interest 
rates and to put further pressure on the exporting countries. With 
governments of LDCs as recipients of both export and buyer credits 
as well as long-term development loans and concessional loans and 
grants, the line between development finance and export financing has 
become increasingly blurred. There are probably few credits, except 
some bank credits, which in some way or other are not financially 
assisted by the governments of the industrial counties, if only to the 
extent of assuming the risk of nonpayment. In any event, the net cost 
to the recipients is less than would obtain under “pure competition.” 

There are continuing efforts being made by the principal industrial 
countries to restrain competition in credit terms. Berne Union terms 
did not apply to private financial credits or to government loans, so 
that governments rather than credit insurance agencies became di- 


23. For a recent description of the structure and operations of the guarantee agencies, see 
U.N.. Export Credits, pp. 47, 49-122. 
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rectly involved. In 1960 the European Economic Community estab- 
lished a “Co-ordinating Group for Policies of Credit Insurance, 
Guarantees and Financial Credits” to suggest means of harmoni- 
zation of terms and policies with regard to these credits. The member 
countries have agreed to an exchange of information and consultation 
procedure and in 1962 the Council of EEC agreed on limiting insur- 
ance to 90 percent of the credit, a six-month period for settling claims 
and a common premium system for medium-term transactions. Poli- 
cies adopted by the EEC could not control actions by nonmembers so 
that the discussion moved in 1958 and 1962 to the OECD, with its 
broader membership of industrial countries. The OECD Group on 
Export Credits and Credit Guaranties was established in 1963. While 
there has been further analysis and discussion of the problems, agree- 
ment has been reached thus far only on the terms applicable to ships, 
propeller aircraft, satellite communication stations, and nuclear 
power plants. 7+ 

There is a degree of contrariety in the objectives of the OECD 
credit group trying to limit “unfair” exporter competition by securing 
agreement on maximum maturities and standardized interest rates 
and the work of DAC emphasizing longer terms and lower rates of 
interest. There would be no problem if exporter credits were extended 
only to purchasers in advanced countries, but in practice they are 
made to many developing countries as alternative to project credits. 
For a few industrial countries they are the principal form of assistance 
provided. Moreover, some supplier credits have been used in conjunc- 
tion with institutional project credits, though mainly in more ad- 
vanced developing countries, e.g., IBRD loans for Mexican and Bra- 
zilian electric power. 

The Netherlands in 1964 suggested a sharp distinction between 
commercial credits with a maximum term of 10 years and aid credits of 
at least 15 years and a prohibition of mixing the two, but this proposal 
was not accepted. DAC, on the other hand, in 1965 and 1969 recom- 
mended terms for aid or concessional finance which would exclude 
supplier credits from aid statistics but would include them along with 
private capital in the flow of resources data. The practical problem has 
not been solved and some heavily indebted countries continue to 
borrow on commercial terms even when it has been necessary to 
refund earlier obligations. 

The IBRD has estimated that, at the end of 1969, supplier credits of 

24. IMF, “Use of Commercial Credit,” pp. 60-65; U.N., Export Credits, pp. 26-30. 
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$7.9 billion were 13.4 percent of the total public debt, and bank credits 
of $3.6 billion were 6.1 percent. ‘Other private credits,” including 
bond issues, were $4.6 billion, 7.8 percent of the total. Concentration 
of private credits of all sorts was heaviest in Latin America. These 
countries had $6.7 billion of the total of $16.2 billion of such credits 
(41.2 percent), which constituted 37.9 percent of their debt. For devel- 
oping countries as a whole, the percentage was 29.4. Argentina’s debt 
was 55.3 percent to private entities; Chile’s, 36.3 percent; Mexico’s, 
54.2 percent; and Peru’s, 62.5 percent. In other areas, heavy debtors to 
private creditors were Ghana (47.5 percent), Iran (41.7 percent) and 
Greece (58.3 percent). 

The relatively high proportions of commercial debt in these coun- 
tries, and in others, point to some of their difficulties in debt manage- 
ment. Supplier credits generally cannot be renewed though as one 
supplier is paid, another may lend. Bank credits, if they can be 
obtained, may refinance supplier credits. Bond issues (e.g., Mexico 
and Argentina) may stretch out the debt to longer terms. Aid from 
governments may help in paying off commercial debt. If the volume of 
aid is reduced, however, there may be more resort to supplier credits. 

Supplier credits have been charged with responsibility for debt 
crises, since they are relatively short in term and may involve higher 
interest rates than other credits. Precise data on the interest and 
amortization rates are, however, lacking. In fact, the credit-insuring 
agencies, which report on the data to IBRD, do not often have a satis- 
factory breakdown. Nominal interest rates at the end of 1968 ranged 
from 5 to 8.5 percent, disregarding concealed interest through padding 
of prices. Considering the rates applied in the largest creditor coun- 
tries, the average was about 6 to 7.5 percent, so that the amortization 
was about 12 or 13 percent per annum, indicating an average term of 
around 8 years. The projections on the basis of debt in 1970 indicate a 
reported interest rate of 4.8 percent and amortization over an average 
of 6.66 years. It seems probable that in many cases contractual interest 
was reported as payments of principal. Interest rates probably were 
higher and maturities shorter than indicated. The total annual cost to 
the borrowers appears to be about 20 percent of principal. 

What is clear trom the data is that the annual service on supplier 
credits is considerably heavier than on credits from the national and 
international bodies. 

The IMF study, based on slightly different definitions, estimated 
$8,691 million of commercial credits at the end of 1967, representing 
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20.3 percent of the total debt ($43,018 million) of the countries in- 
cluded. Debt service in 1968 was estimated as $7,713 million or 19.7 
percent of principal. For all public sector debt, the ratio was 7.1 
percent. The rate of debt service was 2.8 times as heavy on commercial 
debt as on total. In terms of the usual debt service ratios (debt service 
over exchange receipts), commercial debt required 3.9 percent of 
receipts compared with 9.4 percent for all debt. It should be noted, 
however, in using these comparisons, that the debt service is exag- 
gerated on the portion of the total constituted by bank loans whose 
principal is renewed on expiry. 

A profitable private enterprise may well be able to cover the cost of 
borrowing on supplier credit terms through depreciation and interest 
costs. Unless it is directly earning foreign exchange, it covers these 
costs in local currency. The publicly-owned industrial or public utility 
authority, for various reasons, may not be able to cover such costs 
even in local currency. When the supplier credit is used for items such 
as highways, forts, or military hardware, returns are not likely to cover 
costs. In any case, the country’s balance of payments must provide the 
necessary foreign exchange for service. Herein lies the difficulty since 
service increases rapidly as debts pile up. The debt difficulties of sev- 
eral countries have resulted from this process. Unfortunately, the 
creditor countries, in their drives for exports, have guaranteed their 
exporters, and in some cases have, or should have, realized that the 
governments would eventually have to refinance. 

The Managing Director of the International Monetary Fund 
(Pierre-Paul Schweitzer) has well said: “‘In themselves export credits 
serve a useful and indeed a necessary function. However, we are 
finding that increasing difficulties have arisen, because of excessive 
resort to borrowing in this form by some developing countries whose 
balance of payments positions have become increasingly burdened by 
debt-servicing obligations. . . .”’25 


Government Loans and Credits 


Governments through various agencies have loaned to the devel- 
oping countries (1) as means of expanding exports, in part as supple- 
ments to commercial credits, (2) as deliberate development assistance, 
(3) as balance of payments assistance, and (4) as means of refunding 

25. “Address to National Foreign Trade Convention, November 16, 1964,” International 


Financial News Survey, no. 161, pp. 442-43. The role of the Fund in debt refunding is discussed 
below, chapter 3. 
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debts due to their nationals or agencies. For these purposes they have 
established a variety of credit institutions and, particularly in recent 
years, have provided budgetary allocations. Terms and conditions 
have varied with the purpose of the loan and the source, since each 
creditor provides loan funds ona variety of terms, and the outstanding 
debt of each developing country consists of loans from various sources 
and on a variety of terms. 

Of the IBRD estimated $28.4 billion outstanding (December 31, 
1968) from member countries and Switzerland, U.S. credits account 
for about 56 percent. The U.S. has provided more than half of the 
official flow of financial resources in recent years and at an earlier 
period its ratio was higher,*° though grants and local-currency repay- 
able loans do not create indebtedness to be serviced in foreign 
exchange. 

In terms of outstanding credits (December 31, 1968), Germany was 
second (12.5 percent), followed by the U.K. (7.4 percent), France (5.3 
percent), Japan (4.8 percent), and Italy (2.4 percent). Other countries 
(including Canada, the Netherlands and Sweden) made up the bal- 
ance. Outstanding credits do not measure assistance to development, 
since grants are excluded. 


1.U.S. credits. As of June 30, 1970, U.S. agency credits to devel- 
oping countries amounted to $18.3 billion (commitments less repay- 
ments) and the outstanding, disbursed credits to $14.1 billion, 
geographically distributed in Table 5. Of the disbursed outstanding 
debt, $2.9 billion was owed to Ex-Im, $8.1 billion to AID, $1.7 billion 
in P.L. 480 dollar repayable credits, and the balance in other pro- 
grams. These figures are not comparable, however, to the IBRD 
estimate above, since Ex-Im credits include a large amount of unguar- 
anteed credits to private entities (though they may have exchange 
assurances from central banks) and AID loans are sometimes “‘two- 
step’’* ’ arrangements in which the government is not a full guarantor. 

AID dollar repayable credits are now usually for a term of 40 years 
including a grace period of 10, with interest at 2 percent during the 
grace period and 3 percent in the repayment period. Earlier loans had 
lower interest rates. Ex-Im loans have had an average maturity of 10 

26. Cf. DAC, Development Assistance, 1968 Review, p. 255; 1970 Review, p. 199. 

27. In these loans the government may (and almost invariably does) elect to collect repayment 
from the private borrower in local currency and to repay the U.S. in dollars on AID terms. The 


obligation of the primary obligor is generally at a higher interest rate and shorter maturity than 
payments to AID. 
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Table 5. U.S. Government Dollar-Repayable Loans and Credits to Developing 
Countries, by Area, June 30, 1970 ( Millions of Dollars). 


Gross Amount Net Amounts 
commitment repaid commitments outstanding 
Western Hemisphere 8,129.3 1,757.8 6,371.5 4,779.6 
South Asia 5,150.0 236.2 4,913.8 4,199.3 
East Asia 2,405.1 S351 2,092.0 1,470.9 
Near East 2,946.1 494.2 2,451.9 1,895.8 
Africa eso 106.2 1,269.0 896.4 
Europe (LDC) 1,237.4 297.5 939.9 667.8 
Unspecified* 279.6 58.1 22RD 167.2 
Total LDC PSO D a 3,263.1 18,259.6 14.077.0 
Total Loans 33,229.0 6,901.6 26,327.4 20,865.7 


Source: U.S. Treasury, Foreign Credits, June 30, 1970. 

a. “Unspecified” consists of classified credits for military purposes. Known credits to devel- 
oped countries have been eliminated, but the indebtedness of LDCs may be overstated to the 
extent that classified credits to developed countries may be included. 


Table 6. U.S. Government Dollar-Repayable Loans and Credits to Developing 
Countries, by Type, June 30, 1970 ( Millions of Dollars ). 


Net commitment Outstanding 
AID 10,257.0 8,082.6 
P.L. 480 2,436.3 1,726.7 
CEE 186.6 186.6 
Ex-Im* 3,710.6 2,859.2 
Military? 955.9 534.8 
Other Tee 687.1 
Total 18,259.6 14,077.0 


Source: Foreign Credits, June 30, 1970. 

a. Estimated loans to developing countries less military credits guaranteed by the Department 
of Defense. 

b. Includes military credits sold to Ex-Im. Military credits to LDCs may be overstated and 
Ex-Im economic credits understated by the amount of classified military credits to developed 
countries included in “worldwide unspecified.” 


years, with the rate of amortization depending on the project, 
generally with a longer term for government projects than for private 
loans. Interest rates are now generally 6 percent, though there are 
many loans outstanding at lower rates and a few at higher. P.L. 480 
dollar credits have varied in interest rates and term. They may now be 
made in appropriate cases at AID terms. Outstanding credits are 
mainly of 20-year maturities. CCC credits are generally from one to 
three years at rates based on the cost of money to the Treasury. 

Ex-Im loans to developing countries have always had a heavy Latin- 
American concentration, both for projects and export and balance of 
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payments credits. AID and its predecessors have provided assistance 
to a wider geographic area with a heavy concentration on Asia (India 
and Pakistan). 


2. France. France is the second largest supplier of official develop- 
ment assistance (grants and soft loans) and has been second (or third 
in 1969) of the DAC members in terms of the net flow of public and 
private resources to the LDCs.?° French official finance is highly con- 
centrated in former possessions in which there is a continuing com- 
mercial and political interest. In 1969 grants to these areas were $623.8 
million and to other areas $102.2 million. Official loans to the franc 
area were $189.4 million gross ($111.6 million net) compared with 
$51.3 million ($43.8 million net) to other areas. In contrast, 65.7 per- 
cent (average 1966-69) of private investment was in non-franc coun- 
tries, and almost half of this was in guaranteed exporter credits.*° 
Official loans have been concentrated in a few countries of the non- 
franc area, Mexico, Spain, Greece and small amounts in other Latin 
American countries. The low-interest, long-term loans supplement 
commercial credits at varying percentages (20-55) of the private 
credit. The French government has had to refinance guaranteed pri- 
vate credits in other countries as part of general or bilateral arrange- 
ments (U.A.R., 1967). Refunding credits from 1966 to 1969 were 
$116.1 million compared with other loans to non-franc countries of 
$133.7 million. There were apparently no refunding credits in the 
franc-zone countries. 


3. Germany. Germany has in recent years supplemented its system 
of exporter credits with concessional loans under the Ministry of 
Economic Cooperation. Export credit insurance while administered 
by private companies has been at government risk. Medium-term 
commercial credits have also been financed privately. The Kredit- 
anstalt fiir Wiederaufbau (Reconstruction Credit Corporation), a 
public corporation financed by borrowing as well as public capital, 
has financed supplier credits of more than 5-year maturities and long- 
term buyer credits to supplement other credits at its own risk. As agent 
(trust fund) of the government, the K.f.W. administers the bilateral aid 
loans of the Ministry of Economic Cooperation on terms set by an 
Interministerial Committee on Development Policy. These aid loans 
have had a concessional character and terms have been adjusted to 


28. DAC, Development Assistance, 1970 Review, pp. 170-71. 
29. France, Ministry of Finance, ‘“‘Mémorandum de la France au Comité d’Aide au Dévelop- 
pement,”’ Statisques et Etudes Financiéres, no. 264 (Dec. 1970). pp. 41-43, 56-59. 
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circumstances, since they are financed by appropriations. *° The effect 
has been to reduce the average of German interest rates and to length- 
en the terms of credits to developing countries. 


4. United Kingdom. \n Great Britain the Commonwealth Develop- 
ment Corporation has for many years made long-term loans to Com- 
monwealth countries, generally at rates which cover borrowing costs. 
The Ministry of Overseas Development, financed by appropriations, 
also concentrates largely on Commonwealth countries and makes 
loans at from zero to seven percent with long maturities and grace 
periods. Its softest loans apparently have been made in debt refun- 
dings and in countries facing serious debt problems. 


5. Japan. The Japanese Export-Import Bank makes loans to Jap- 
anese exporters along with credits by commercial banks. It may 
finance as much as 70 percent of the credit extended by the exporter to 
the foreign purchasers at rates of 5 to 8 percent. The Export-Import 
Bank also has extended loans directly to governments for general 
imports or specific projects almost entirely in Asia. A Small Business 
Finance Corporation assists export lending by smaller firms. The 
budget also finances the Overseas Economic Cooperation Fund which 
makes loans on a more flexible basis. While Japanese aid concentrates 
on Asian countries, Japan has financed projects in, as well as exports 
to, Latin America and, to a small degree, Africa. *! 


6. Canada. Canada in 1969 established an Export Development 
Corporation, financed by borrowing and appropriations to replace the 
Export Credits Insurance Corporation. The former corporation, in 
addition to insuring suppliers’ and buyers’ credits, made long-term 
loans, when authorized by the Cabinet, for promoting exports. The 
new agency will have more extended powers, greater flexibility in 
financing to include development projects and, inter alia, “the consol- 
idation and rescheduling of debts owed to Canadian exporters.’’*? 
The Canadian International Development Agency (formerly External 
Aid Office) within its appropriation may make loans up to 50 years and 
has provided some interest free and others at low interest. The out- 
standing amount increased from C$44.1 million in 1968 to C$92.6 


30. Cf. K.f.W., Annual Report, 1968, pp. 93-106; 1966, pp. 68-85; U.N., Export Credits, 
pp. 69-72. 

31. Cf. Japan, Ministry of Finance, The Budget in Brief, 1969, pp. 36-37; Export-Import Bank 
of Japan, Export-Import Bank of Japan Law (1964); Export-Import Bank of Japan: Its Object 
and Functions (1964). 

32. Canada, Export Credits Insurance Corporation, 1968 Annual Report, pp. 9, 15; Commons 
Debates, April 14, 1969. pp. 7473-78. 
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million on March 31, 1969, and about C$178.6 million in 1970.77 


7. Other. The smaller DAC member countries have agencies which 
have subsidized exporter credits and to a limited degree given aid on 
highly concessional terms. Refunding arrangements have been made 
largely on anad hoc basis. 

Most of the DAC member countries have got into the business of 
making intergovernmental loans as an adjunct to financing their ex- 
port business on more favorable terms than could be obtained in the 
market, even with guarantees of suppliers’ and buyers’ credits. Cir- 
cumstances have moved them increasingly to providing financial 
assistance as concessional aid so that outstanding debts of the LDCs 
on official credits represent a variety of terms, including the loans used 
in some cases to refinance credits given at an earlier date on harder 
terms. 

The DAC has estimated that the weighted average interest rate on 
official credits by DAC members was 3.5 percent in 1962, 3.6 percent 
in 1965, 3.1 percent in 1966, 3.8 in 1967 and 3.6 in 1968. In 1964 these 
average rates ** represented a considerable dispersion from 5.8 percent 
for Japan, 4 percent for Germany, 2.5 for the U.S. and 2 percent for 
Sweden. In recent years Denmark has given interest-free loans, the 
U.K. some interest-free and some low interest to reduce its average to 
about one percent. The Japanese average has come down to 3.7 in 1968. 
The average maturity of loans made from 1962 to 1968 has varied 
between 22 and 28 years with 26 years as the average in 1968. The U.S. 
average has ranged between 22.3 and 30 years; the U.K., between 21 
and 24; Germany, 15 to 21. Austria, Italy and Japan have had the 
shortest terms, 7° and the lengthening of their terms in recent years has 
probably been affected by the relatively long term of refunding loans. 
The rather large variation in some countries from year to year proba- 
bly results from the timing of transactions and the sources of funds 
available and disbursed in the given period. 


8 Sovietand CMEA credits.*° Information about credits from the 


33. Canada, Receiver Genetal, Public Accounts of Canada, 1969, 2: 7, 53: Budget Papers, 
1970-71. p. 210. 

34. The DAC average 1s heavily weighted by the terms of U-S. official flows, which are more 
than half of the total. 

35. OECD, Development Assistance Efforts and Policies, 1967 Review, p. 76; 1969 Review, 
p. 77: cf. Clive S. Gray, Resource Flows to Less Developed Countries (New Y ork: Praeger.1969). 
pp. 48-5S. 

36. See U.N., External Financing of Economic Development, 1962-66 (1968), pp. 15-18; 
“Financing and Invisibles.’ Proceedings of the United Nations Conference on Trade and Devel- 
opment (1964), 5: 44-52: Marshall I. Goldman, Soviet Foreign Aid (New York: Praeger. 1967). 
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U.S.S.R. and other CMEA countries is less readily available than for 
the West. The IBRD estimate (Table 4, above) indicates about $3.9 
billion of such credits outstanding in 1970. U.N. estimates show 
$7,783 million equivalent in loan commitments through 1966 for 
economic assistance, of which $4,867 million (62.5 percent) was from 
the Soviet Union. These credits were concentrated in a relatively few 
countries, India, Indonesia, Afghanistan, Pakistan, and U.A.R., with 
smaller amounts to Ceylon, Ghana, Guinea, Ethiopia, and some 
credits to Argentina and Brazil. There is even less information about 
credits for military purposes, though they have been important in 
Cuba, North Vietnam, India, Indonesia, the U.A.R. and other 
countries. * 7 

Some of these economic credits were general lines against which 
individual projects could be financed. Others took the form of Soviet 
exports of complete plants and installations, with incidental expenses 
for planning, technical assistance, and training of the nationals of 
recipient countries. 

The usual terms appear to be repayment in about 12 years beginning 
a year after completion of the installation with interest at 2.5 or 3 
percent, though in the Brazilian 1966 loan, the term was 8 years at 4 
percent. Payment is generally made through bilateral trade agree- 
ments under which the recipient exports its usual products to the 
creditor country, though in the Afghanistan gas well and pipeline 
payment is made in natural gas. The terms are roughly comparable to 
hard credits from Western nations and international agencies with the 
low interest rate offsetting the shorter maturity.** Depending on the 
relative importance of the loans in the recipient economy, some por- 
tion of its usual exports has to be earmarked for debt service at prices 


37. A newspaper story from Moscow (New York Times, Nov. 13, 1971, p. 8) estimates Soviet 
military and economic aid at about $2.2 billion equivalent annually. Aid to Cuba is estimated at 
$750 million (66 percent economic) and North Vietnam at $500 million (S50 percent economic). 
Total credits since 1954 were estimated at $8 billion, with $3 billion undisbursed. These unofficial 
figures are not directly comparable with the IBRD data given in Table 4, which include only 
member countries and do not report details for the U.A.R. 

A US'S. State Department study (Bureau of Intelligence and Research, Communist States and 
Developing Countries: Aid and Trade in 1970, RECS-—15, Sept. 22, 1971, mimeographed), esti- 
mates, from Russian sources, a total of $11.6 billion equivalent of economic credits and grants 
between 1954 and 1970, of which $7 billion was from the U.S.S.R. These data are on a gross 
commitment basis and are not broken down between credits and grants, and there are no figures 
for outstanding accounts. Soviet cumulative military aid, 1955-70, is estimated at $6.8 billion. 
Aid to Cuba is not included in the totals. The modalities of CMEA credits, often in the form of 
frame agreements rather than specific loans, preclude precise comparison with other debt data. 

38. The 1970 projection indicates an average rate of 2.1 percent interest and 9 percent amorti- 
zation. This average is based on the data from countries reporting to the IBRD. It is possible 
that these countries do not report allcredits, e.g., military. 
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mutually agreed upon in connection with other imports from the cre- 
ditor country. When payment is made in long-staple cotton by the 
U.A.R., bauxite by Guinea, jute, tea, and nuts by India, commodities 
are earmarked which could be sold on world markets, perhaps at 
better prices. In short, the system has the disadvantages of bilateral 
trade agreements and may unduly restrict the recipient’s foreign ex- 
change income. On the other hand, it may facilitate trade in what 
could not otherwise be sold, a mutual exchange of shoddy products. 
The trade agreements with maintenance-of-value clauses in terms of 
dollars or sterling result in debit or credit balances with the creditor, 
but apparently the U.S.S.R. has been fairly lenient in permitting bal- 
ances to accumulate without requiring settlement in hard currency. 


9. Cost of loans from governments. Loans to LDCs from other 
governments have had interest rates from zero to seven percent and 
perhaps higher. Maturities have ranged from 3 years to 50, including 
different grace periods. Outstanding loans have been made at different 
times and rates. An average for all countries has, therefore, a limited 
significance. 

The IBRD projections for 1970 indicate interest payments of $633.5 
million on $20.8 billion disbursed and outstanding in loans by non- 
CMEA countries, or 3.04 percent. Amortization payments of $1,286.9 
million on principal, including undisbursed, of $26 billion (4.94 per- 
cent) indicate average amortization, after grace periods, of 20.2 years. 
Borrowers as a whole pay about 8 percent of principal annually as debt 
service. For DAC members the apparent interest rate is 3 percent and 
the terms 21.4 years. For CMEA countries the average interest ap- 
pears to be 2.12 percent and the average term, after grace, 11.6 years. 
These results correspond roughly with the analysis above. 


International Organizations 


Loans and credits of international agencies to developing countries 
at the end of 1969 were about $11.3 billion on a net committed basis 
and about $7.3 billion on a disbursed basis. Of this total, about $7.3 
billion ($4.4 billion disbursed) consisted of IBRD loans, $2.3 billion 
($1.7 billion) of IDA credits, $1.1 billion ($575 million) of IDB ordi- 
nary capital loans and the balance, loans from the Asian Develop- 
ment Bank and European and other regional organizations. As of 
June 30, 1970 the net committed amount was about $13 billion and the 
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disbursed about $7.4 billion.*° About four-fifths of the loans were on 
“conventional terms,” practically all except IDA credits. 

IBRD loans have been made at interest rates of from 4 percent 
(1950) to 7 percent (1969-70), and 7.25 in 1970-71 with an average on 
outstanding of 5.61 percent in 1968—69, 5.65 percent in 1969-70, and 
5.35 in 1970-71.*° The term of loans has ranged between 7 and 31 
years, with an average of 21 to 22 years for loans made recently. The 
term depends mainly on the type of project financed, though appar- 
ently some weight has been given to the economic situation of the 
borrower. The grace period has generally been related to the time for 
construction of the project, though in some cases account has been 
taken of the debt profile of the borrowing country, that is, the grace 
period has been made longer than the construction time when there 
has been a “hump” in the future debt service of the borrower. World 
Bank loans are generally repayable, after the grace period, on the 
basis of a rounded annuity, so that interest plus amortization are 
roughly equal in any year after repayment of principal starts. 

IDA credits are uniformly at a “‘service charge” of 0.75 percent of 
the outstanding amount to cover administrative costs. There is a grace 
period of 10 years, amortization of | percent per annum for the next 10 
years, and 3 percent annually for 30 years. 

Accordingly, the debt service on IBRD-IDA credits varies with the 
proportion borrowed from the two sources respectively.*! 

The Inter-American Development Bank, like the IBRD, finances its 
loans from ordinary capital, which are repayable in foreign exchange, 
mostly from funds borrowed in the U.S. and European markets, so 
that the interest rates reflect the cost of money. Rates of interest, inclu- 
ding the | percent commission charge, have ranged between 5.75 per- 
cent and 8 percent (1969-71), with an average of about 5.7 on the 
amount outstanding in 1968 and 5.8 in 1969. Final maturities are from 
5 to 25 years with an average of about 16 years. Loans made in 1970 
and 1971 averaged 18.2 and 18.6 years. 

The IDB has two soft-loan windows, the Fund for Special Opera- 


39. These figures are estimates from IBRD data and the U.S. Treasury, Foreign Credits, Dec. 
31, 1969 and June 30, 1970. 

40. Calculated on interest and commission in the fiscal years over the average disbursed and 
outstanding during the year. 

41. IFC investments on loan and equity bases are omitted here since they are made in private 
companies without government guarantee, and IFC loans are not included in calculations of 
public debt. Like other credits to private entities, they must be serviced through the balance of 
payments of the recipient country. Interest rates vary between 6 and 8.5 percent with an average 
of about 7.5 percent. 
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tions and the Social Progress Trust Fund financed by the United 
States, and some special funds provided by nonmember countries. 
These loans are mostly repayable in the borrower currencies so that 
they do not require foreign exchange for service except certain charges. 
When these sources are used in conjunction with ordinary capital 
loans, the exchange burden of debt service is in many cases consid- 
erably reduced. 

The Asian Development Bank initially made its ordinary capital 
loans at 6.87 percent with an average maturity of 14 years, including 3 
years grace. Its loans in 1970 were made at 7.5 percent with an average 
maturity of 19.2 years, including grace of 4.5 years. 

The African Development Bank has had an average interest rate of 
6.21 percent. Maturities have averaged about 20 years, including 4.5 
years grace. 

The cost to the borrowers is somewhat higher than indicated by 
interest and commission rates, since they also pay commitment fees on 
undisbursed amounts of loans. The interest rates on these “hard” 
loans are quite concessional in terms of the current cost of money to 
the multilateral institutions. Both the IBRD and the IDB in 1970 
issued bonds with a coupon of 8.62 percent. Their older issues were at 
lower rates and, of course, they pay no interest on subscribed capital 
funds which are also at loan. 

In 1969, total debt service of developing countries on hard and soft 
loans from international agencies was $677 million (excluding pay- 
ments in borrower currencies) or 6.9 percent of principal at the end of 
1968. This amount is projected (IBRD) to rise to $745 million in 1970, 
a maximum of about $900 million in 1973 to 1975, on the basis of loans 
now outstanding. As of 1970, the average interest rate on international 
organization loans and credits is about 4.6 percent and average amort- 
ization after grace of about 3.6 percent of committed principal, indi- 
cating roughly an average maturity after grace of about 28 years. 


Bonds 


Bond issues outstanding of the LDCs at the beginning of 1970 were 
about $4.4 billion, and there were public issues and privately-placed 
securities in 1970 of $377 million. Up to quite recent years, few devel- 
oping countries could successfully borrow in financial markets. A 
large portion of the issues outstanding before 1966 consisted of old 
and refunding issues, many with low coupon rates as agreed in debt 
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settlements with bondholders. From 1966 to 1970, $2.2 billion of new 
issues were sold. Some of the cash received was used to pay off matu- 
ring obligations. The largest borrowers (1966-70) were Israel ($837.2 
million), Mexico ($423.9 million), Argentina*? ($280.3 million) and 
Spain ($168 million). These four countries accounted for four-fifths of 
the total placed. The balance was made up of smaller amounts by 
other countries. The more recent issues had higher rates generally than 
the old, few lower than 6.5 percent, some as high as 9.5 percent, and 
many of the issues had rates floating with the Euro-dollar or other 
market rate.** (Israeli Bonds are not sold on the basis of market 
considerations.) 

Bond and note issues have not been involved in the refunding exer- 
cises described below, except to the extent that they have been used to 
finance payments falling due under some of the refunding arrange- 
ments. 


Summary 


There is no unimpeachable, or even moderately satisfactory, way of 
comparing terms of loans from various sources, and the effects on the 
balance of payments and debt service of the borrowers. Debt service 
currently includes payments on obligations contracted previously, 
some at harder, some at easier terms than are now available. The pro- 
portion borrowed from the several sources has varied in the past and 
will continue to vary with changes in the policies of the donor-creditor 
countries and multilateral institutions as well as market conditions. 

Strictly speaking, only interest, commissions, commitment fees, and 
incidental charges are costs. Amortization is a repayment of capital. 
Both must be covered by the balance of payments, unless amortization 
is deferred by refunding or market rolling-over of principal. Diff- 
erences in the amortization terms of loans, particularly, make inter- 
source comparisons difficult. 

Even contractual (or nominal) interest is not of itself conclusive. 
The apparently low average interest rate on suppliers’ credits may be 
deceptive, aside from inaccuracy of the data, by padding of principal 
to show a low rate. This is sometimes charged, but as with payments 
for graft or shakedown, hard to establish in particular cases or to 
quantify in the aggregate. Tying of loans may have the same effect if 

42. IBRD, Annual Report, 1971, pp. 76-77. 

43. In view of the high yields at issue of bonds sold in recent years, the projected interest pay- 
ments seem quite low (see Table 10. below). 
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the price of goods financed is higher than it would be if they could be 
more cheaply obtained elsewhere. A 5 percent loan is effectively a loan 
at 5.5 percent (with heavier amortization as well) if costs are 10 percent 
above the lowest price available for the same products. ** The effective 
rate of interest is increased slightly by the use of commitment fees and 
other charges.*° 

There has been some variation in loan terms over the last 10 years 
with changes in interest rates, grace periods and final maturities (Table 
7). The average terms over the years have been harder for Latin Amer- 
ican and Middle-Eastern countries, which have obtained larger pro- 
portions of their borrowings from commercial sources and the “‘con- 
ventional loan” windows of governmental and international institu- 
tions, than for Africa and South Asia, which have had greater shares of 
the concessional loan money. On the basis of loans in 1969, developing 
countries on the average will pay 5.2 percent interest and 7.1 percent 
amortization in the first year after grace, and a total of about 9.5 per- 
cent of the principal in the middle year after grace. Global averages, 
however, are not representative of the situation of any one country and 
of the particular loans making up the total. 

In 1968 the World Bank made a calculation of relative interest rates, 
grace periods and maturities for credits from various sources in 1966. 
To make a comparison of relative magnitudes of payment, two addi- 
tional columns have been added to Table 8 to show the total payments 
of interest and principal in the first and the middle year after grace. 
Payments in the middle year of the total life of the loan would be 
slightly higher than in the middle year after grace, since less than half 
would be repaid. The difference would be greater the higher the in- 
terest rate and the longer the grace period in proportion to final matu- 
rity. It should be noted also that the composite averages for loans 
from international organizations and governments may be somewhat 
misleading since payments on average rates would not correspond to 
the payments on the components when the components have the 
dispersion of terms, as indicated in the table.*° 


44. One of the problems in trying to evaluate the cost of tying is that, with the exception of 
some standardized raw materials and semi-finished products, the items supplied are not identical. 
The higher-priced item may be more efficient, have a lower maintenance cost, or longer life than 
the cheaper. The purpose of a specificsproject may be served by a variety of specifications, at 
different costs. Even international competitive bidding may be frustrated by the specilications 
writer. These caveats are not intended to imply that there is no fire below the smoke. 

45. In 1970-71 IBRD commitment fees were under 0.26 percent of the average amount out- 
standing during the year. 

46. Cf. IBRD, Possible Improvements in Techniques of Lending (April 1970), p. 27. 


32 THE REFUNDING OF INTERNATIONAL DEBT 


Table 7. Average Terms of Loans Received by Developing Countries, 1960-— 
1969. 
Interest rate Grace period Maturity 
(percent) (years ) (years ) 


1960 Sif. Sa 1s3 
1964 4.2 Sal 22.8 
1965 4.3 4.4 18.8 
1966 4.0 4.9 DANG 
1967 4.6 4.0 1722 
1968 4.8 4.6 19.0 
1969 5.2 4.7 18.7 


Source: IBRD, Annual Report, 1966, p. 35; 1971, p. 69. Data for 1960 and 1964 were based on 
data from 34 countries. Data for later years, though not complete, covered 80 countries. 


Since 1966, however, loan terms have changed with the rise of 
interest costs to the lending institutions. In 1970-71 the IBRD interest 
rate went to 7.25 percent and the IDB rate to 8 percent. U.S. govern- 
ment loan interest rates have not changed, but other governments 
have increased the amount of their concessional aid and have modified 
terms to some extent. Table 9 attempts to compare roughly the loan 
terms of various agencies in 1970-71, by showing (1) standard or 
average terms, (2) the payments which the borrower would have to 
make in the first year after grace, and (3) the payments to be made in 
the middle year. 

Table 9 should not be construed as a price list for potential bor- 
rowers shopping around. Each of the averages is based on a hetero- 
geneous collection of loans, most conspicuously in the case of Ex-Im. 
Its loans included small supplies and trucks, airplanes, petrochemical 
plants and a nuclear power plant. Its loans were generally made in 
conjunction with loans by commercial banks or other private com- 
panies. some guaranteed, others not. most commonly on a 50-50 
basis, with Ex-Im taking the later maturities. The private portion also 
has interest rates based on market rates. 

A second comparison of service payments is afforded by IBRD 
calculations of estimated service in 1970 of loans on the books at the 
beginning of the year for those loans whose terms were known (80 
countries). The form of the data in Table 10 does not admit of direct 
comparison with Table 9. 

The broad groupings of Table 10 indicate the harder terms of sup- 
plier and bank credits in comparison with loans subsidized by govern- 
ments individually or collectively. Bank loans are frequently renewed 
so that the heavy amortization 1s more apparent than real. Suppliers’ 
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Table 8. Weighted Average Terms of External Public Debt Contracted in 1966, 
by Sources of Funds. 


Average 
annual Total Total 
Grace amorti- payments payments 

Interest period Maturity zation" first pay- middle 

(percent) (years) (years) (percent) ment year? — year® 

Publicly issued bonds 7.06 0.8 14.1 TeS2 14.58 11.05 
Privately placed debt Se Das) 10.2 12.98 18.76 15.87 
Suppliers credits 5.60 De 10.5 12.82 18.42 15.60 
Other private 6.75 1.4 8.5 14.08 20.83 17.46 

Loans from international 

organizations S21 7.7 36.8 3.44 6.65 5.05 

IBRD 6.00 4.5 22.1 5.68 9.324 9.324 

IDA 0.75 10.5 49.7 DNS) Ss 3.45¢ 
IDB 6.90 3.8 16.8 7.69 13.69 10.69 
Other 4.96 6.1 28.8 4.4] 9.38 6.89 
Bilateral government loans 2.62 7.6 28.6 4.76 7.38 6.57 
Canada 1.40 8.3 40.8 3.08 4.48 Sul, 
France Bye, 359 19.4 6.29 10.01 8.15 
Germany 3.36 529) 21.0 6.62 9.98 8.30 
Japan 5.05 5.4 15.3 10.10 smilies 12.13 
U.K. 0.44 8.9 25:2 6.13 6.57 6.35 
U.S.A. 2759) 8.4 33.9 3192 6.51 S21 
All sources B39 6.4 26.3 5.03 8.42 6.73 


Source: IBRD, Annual Report, 1968, p. 60. 

a. Average annual amortization is computed as a percent on maturity less grace period. 

b. Total payment equals computed average annual amortization plus the rate of interest on 
full principal except in the case of IDA and IBRD. The assumption is that loans are amortized 
in equal annual installments of principal. Terms of loans differ, but equal payments are most 
usual. They often are semiannual, but this would affect the computed rates only by a small frac- 
tion. The rate for the U.S. is overstated since AID credits (half of total) are on an annuity basis. 

c. Average annual amortization plus one-half of interest rate, assuming that half has been 
repaid. 

d. Anannuity at 6 percent for the repayment period of 17.6 years. 

e. The rates are in terms of the IDA amortization schedule. 


credits require service of about 20 percent of principal annually. The 
low interest and amortization of international institution loans in- 
cludes conventional loans (IBRD, IDB, ADB) as well as IDA credits 
and other soft loans. The loans of the Western governments also 
include conventional loans and loans with low interest rates, some- 
times zero interest, and long maturities. Taken as a whole, however, 
the developing countries must pay annually over 13 percent of the 
principal of loans disbursed and outstanding. The debt burden for any 
one country depends on the sources from which it has borrowed. But 
even if all loans were at the averages of Western government, CMEA, 
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Table 9. Approximate Relative Debt Service on Loans to Developing Countries 
by Creditor Class, 1970-71 (in Percentages of Original Principal). 








Standard terms Payment in first Payment in middle 
See year after grace year after grace 
Average Average 
grace maturity Amorti- Amorti- 

Interest (years) (years) Interest zation Total Interest zation Total 
IBRD 25 4.75 20.83 10.76 — 10.76 
IDA WW 10.00 50.00 WS 1.00 1.75 45 3.00 3.45 
IDB 8.00 4.00 18.60. 8.00 6.85 14.85 4.00 6.85 10.85 
AsDB 7.50 4.51 19.18 7.50 6.81 14:31 3575 6.81 10.56 
AfDB 6.21 4.51 19.94 6.21 6.48 12.69 3.11 6.48 9.59 
Ex-Im (a) 6.00 5.50 9.90 6.00 22.73 28.73 3100 DONS eS, 

Ex-Im and 
private (b) 6.75 BS 10.00. 6.75 (S00 215] Sessa 15.00 © 18.38 
AID 2.00 10.00 40.00 — 5.03 - 5.03 


3.00 


Source: Data on grace, maturities and interest rates supplied by the institutions or computed 
from annual reports. Ex-Im (a) relates to the average terms applicable to the Ex-Im portion from 
its own funds. (Maturities and grace period calculated for 1970 by E. S. Kerber of the Depart- 
ment of Commerce.) Ex-Im (b) is a rough calculation of the payments of combined Ex-Im and 
private loans. Interest rates on the private portion have been arbitrarily assumed at 7.5 percent. 
These loans contractually bear interest at fixed rates, differentials above the prime or Euro- 
dollar rate and several other arrangements. Maturities and grace periods have been calculated 
on the basis of loans made in the second half of 1970. Grace has been taken as the time between 
Ex-Im board action and the first payment of principal to the private lender (excluding down 
payments) and maturity to the last payment to Ex-Im. The averages are affected by the large loan 
for the nuclear power plant. If this were excluded, the average amortization period would be 
7.2 years, so that first year payments would be 20.63 percent of principal and middle year, 17.26 
percent. Calculation of grace from commitment rather than contract date overstates the grace 
period and the final maturity. On a contract date basis, annual payments might be as much as 
one percent lower. (Data on these loans were kindly provided by R. H. Rowntree of Ex-Im from 
Bank records. He is not responsible for the calculation based on the data.) 


Table 10. Projected Debt Service in 1970, by Creditor Class. 


Amorti- 
Amorti- zation Total debt 
Net Amorti- Interest Interest zation as per- service as 
Amount commit- zation in as percent as per- cent of percent of 
disbursed ment in 1970-1970 of centof  commit-  commit- 
($million) ( $million) ($million)($million) disbursed disbursed ments ments 


Suppliers 6,334.0 710800) V23322 304.0 4.80 19.47 16.00 19.95 


Banks 2,879.5 3,574.7 664.9 180.2 6.26 23.09 18.60 23.64 
Other 

private 4,370.2 4,528.8 340.7 162.0 3.70 7.80 SS? 11.10 
Intn’l org. 7,265.9  11,333.3 407.0 337.6 4.65 5.60 3.59 6.57 
CMEA 3,915.6 5,083.0 B58 83.1 Daly. 9.03 6.96 8.60 
Other 

govts 20,816.9 26,029.5 1,286.9 633.5 3.04 6.18 4.94 7.38 
Alldebt  45,582.2 58,528.2 4,276.0 1,700.5 3.73 9.38 7.31 10.21 


Source: IBRD. 
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or combined international agency credits, the borrowers would still 
have to pay almost 10 percent annually of the principal of loans that 
thev have utilized. Table 10 is calculated on loans outstanding at the 
beginning of 1970, many of which had lower interest rates than loans 
made in more recent years. Hence, in future years, annual debt service 
is likely to be heavier as a proportion to principal. 

Another method of reducing the heterogeneity of loan terms is to 
compute the present value, at a uniform rate of compound interest, of 
future payments of interest and amortization under various loan 
terms. In recent periods, largely under DAC stimulation, calculations 
of the ‘‘grant element” in loans have been made with the grant element 
equal to the difference between the original principal of the loan and 
the discounted value of service payments, usually stated as a per- 
centage of principal.*’ The choice of the discount rate is crucial. If the 
discount rate chosen 1s equal to the coupon or nominal rate, the grant 
element is zero; if higher than the nominal rate for all loan terms com- 
pared, all loans will have a grant element, and vice versa. Thus, on 
loans in 1966, with a 10 percent discount rate, the concessionary 
element of supplier credits averaged 17.9 percent; of publicly issued 
bonds, 17.6 percent; IBRD loans, 27 percent; IDA, 84.9 percent; 
IDB, 10.1 percent.48 

For bilateral assistance to LCDs, loans and grants were combined 
to yield a grant element of 78.9 percent on the average, with a range of 
100 percent for Australia, which made only grants, to 49.8 percent for 
Japan, whose loans were relatively hard. 

Calculations of the grant or concessionary element in loans may be 
used as an index of hardness with any given rate of discount, but com- 
parisons must be used with due caution. The higher the rate of dis- 
count used, the greater is the grant element calculated, and the relative 
hardness calculated at two different rates will vary with the maturity, 
grace period, and interest rate. For 1966 data discounted at 8 percent, 
IBRD loans have a concessionary element of 15.9 percent compared 
with 27 percent at a discount rate of 10 percent. Publicly issued bonds 
appear more concessionary, compared with other private credits, 
including supplier credits, at 10 percent discount but less conces- 
sionary at 8 percent. In general, the index of hardness varies in the 
same direction as interest rates and in the opposite direction with 
47. The IBRD study cited (Possible Improvements) discussed the problems, gives the necessary 


equations, and compares typical loan terms. It has a good bibliography. 
48. IBRD, Annual Report, 1968, p. 60. 
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maturities and grace periods, though not proportionately since the 
discount is ata compound interest rate. 

The concessionary element in loans also does not indicate relative 
debt service, since two loans with the same concessionary element may 
have quite different service requirements in a given year depending on 
maturities and grace periods, and two loans with the same service as a 
proportion of principal may have different concessionary elements. 
Nor may the index be used satisfactorily to measure the cost of the 
concessionary element to the lender unless its cost of money equals the 
discount rate. 

The results of using the present value calculations as well as the 
tabular comparisons (Tables 8-10) presented above quantify to a 
degree what is apparent from the simple comparison of loan terms 
familiar to those concerned with borrowing and lending. Private cre- 
dits as a whole require heavier debt service than do the hard loans of 
national or international agencies. The latter, in turn, require more 
onerous service than the deliberately concessional loans (and grants) 
made by governments bilaterally or by the soft windows of the inter- 
national bodies. 

The developing countries have been borrowing at an increasing rate 
over the last few decades at commercial and concessional terms. Pat- 
terns vary. Some face more difficult debt situations than others be- 
cause of the amounts involved and the terms secured. Adjustments of 
some debts have been made and there will probably be others in the 
next few years. The problem is more general, however, and involves 
other countries which are, for the present at least, in the clear. 


2. SOME GENERAL CONSIDERATIONS 


BALANCE OF PAYMENTS QUESTIONS 


It is axiomatic that international debts can be serviced through the 
balance of payments of the debtor country only by (1) an increase in 
exports of goods and services, (2) a reduction of imports of goods and 
services, excluding payments on debt service, (3) net inflows of capital 
through direct investment, (4) use of reserves, or (5) additional bor- 
rowing. When exchange resources are actually or prospectively not 
adequate to pay interest and amortization in addition to normal im- 
port requirements, serious debt problems may arise unless the bor- 
rowing country elects to cut imports, through devaluation or exchange 
and trade restrictions, and accepts a lowering of its standard of living 
and curtailment of its development program at least until the debt 
problem is resolved. 

For most less developed countries exchange receipts depend primar- 
ily on commodity exports. They are generally net debtors on shipping 
account as well as other invisibles, e.g., insurance, banking services. 
Some, however, have important net tourist receipts, such as Mexico, 
whose net travel receipts were 39.8 percent of commodity exports in 
1968 and 34.7 percent in 1969, or Greece, 16.6 percent in 1968 and 
18.3 in 1969. By 1970 Mexico’s net travel receipts had increased to 
54.2 percent, but Greece had a travel deficit. Some, like Turkey, have 
important receipts from remitted earnings of migrant labor, 23.8 
percent of exports in 1969. The Greek balance of payments includes 
large receipts for shipping services and emigrant remittances, which in 
1967 were 40.6 percent and 51.3 percent respectively and in 1970, 18.7 
and 28.3 percent of amounts received for commodity exports. In- 
creased commodity exports partly explain the change. By and large, 
for most developing countries commodity exports are the main source 
from which they can service their debt. Less developed countries as a 
whole had an average net deficit on services account of $5.4 billion 
annually (1964-66) compared with $28.9 billion of merchandise ex- 
ports in these years, though this deficit included net current payments 
on investments by others of $3.9 billion, interest and dividends and the 
like, but not repayments of principal.’ 

1. John S. Smith, “World Summary of International Transactions, 1961-66,” in IMF, Staff 
Papers, 16 (March 1969): 88-93. The data refer only to the countries for which adequate balance 


of payments figures were available. Total reported exports were higher for all developing coun- 
tries as reported in IFS. The IMF classification of less developed countries excludes Spain and 
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Most of the low-income countries have had deficits on merchandise 
account in recent years, as would be expected in countries receiving 
grants or borrowing abroad. The relation of borrowing and the com- 
modity balance may be illustrated by a hypothetical case. Assume that 
a country ina given year has a balance of payments in equilibrium, and 
for simplicity, assume that its imports of goods and services equal its 
exports at the level of $1 billion, and that it has no external debt. With 
the same level of exports, its imports will be increased when it borrows, 
by the amount of goods moving into the economy. If, let us say, the 
country borrows to finance an electric light plant costing $100 million, 
its imports may be expected to increase over several years by $100 
million, depending upon the rate of disbursement and construction. 
Consequently, for a period of, say, 2 or 3 years it would have a com- 
modity deficit aggregating the amount of the loan. If the loan is a one- 
shot affair, it must amortize the loan, say in 20 years, and pay interest 
at 6 percent, so that its trade balance will have to rise by an average of 
$8 million per annum. The shorter the term and the higher the rate of 
interest, the more it would have to earn additionally, unless it borrows 
to pay the service. 

The investment resulting from the loan may, or may not, depending 
on conditions, provide for its service. If it is amortized internally from 
electricity charges or taxes, in other tvpes of investment in highway or 
other facilities, income which otherwise might have been spent on 
imports may be directed to loan service. If, as a result of borrowing, 
the productivity of the population increases, larger exports may fol- 
low. One could not expect this result from a single investment financed 
by borrowing; it is more likely to come from a series of productive 
investments. There are relatively few cases in which one may attribute 
directly to the investment financed by borrowing a net increment in the 
exchange receipts or exchange savings of the borrower. If oil is struck, 
or an iron mine is opened in Liberia or Mauritania, the export of the 
oil or ore, after a time lag, may result in a direct increase in exchange 
earnings. On the other hand, if the loan finances a power plant, a rail- 
road, ora highway system, exchange receipts may increase as the result 
of more efficient utilization of the existing factors of production or as 
the result of production ancillary to the investment. There may not be 
a perceptible immediate improvement in exchange earnings, though of 
course the infrastructure may facilitate the production of exportable 


Yugoslavia, which are usually included in data from IBRD and OECD-DAC sources. 
2. Assuming equal payments of principal and no grace. 
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goods. By contributing to the borrower’s GNP, savings and exports, 
the loan may finance itself over time. 

A loan may also be used to save exchange. The plant constructed 
may produce commodities previously imported, so that, assuming no 
change in exports, it may in time provide the resources for servicing 
the loan. If the new plant can in time produce at costs comparable to 
the cost of the displaced imports, there is not only a balance of pay- 
ments saving, but also an increase in GNP. If on the other hand, the 
new plant is high cost, it may save exchange, but at a cost in terms of 
real income, if local capital and labor are diverted from activities in 
which the country has greater natural advantages. If the new plant 
employs otherwise unemployed labor, there may be some gain even in 
GNP. The problem here is the entire issue of the infant industries 
argument for protectionism, and its relation to the external economies 
of scale and the purported cultural and social advantages of indus- 
trialization.* 

In contrast, if a country has a balance of payments deficit on current 
account not related to borrowing for capital works, the situation may 
be worsened. Returning to the illustration of a country with a billion 
dollars in imports, if for some reason, e.g., a crop failure, its exports 
drop to $900 million, and it finances its import requirements by bor- 
rowing, there is not likely to be an increase in production over previous 
levels. The balance of payments credit may enable the borrower to 
maintain its usual standard of consumption of imports or maintain its 
level of production insofar as the deficit finance provides materials and 
equipment, without which the economy would decline further. The 
borrowing may be essential and justifiable. Unless, however, as the 
result of borrowing there is more exchange available in the future, or 
imports curtailed, the borrower cannot meet debt service require- 
ments. In the illustration, to maintain imports, exports would have to 
increase by $8 million to service the debt. 

The illustration may seem needlessly belabored, but it points to a 
problem which has been realized for many years. This was essentially 
the reason for the stress given in the IBRD Articles to development 
projects, though the Articles did not define precisely what a project is, 
and in fact the borderline between productive projects and mere bal- 
ance of payments assistance is sometimes hard to define. It was as- 
sumed by the drafters of the Articles that IBRD lending would be 


3. This raises the entire question of development strategy, which is far broader than the debt 
servicing issue. 
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more productive than much of the borrowing in the period preceding 
the Great Depression and in the nineteenth century had been, much of 
which had been to cover budgetary deficits or to meet normal balance 
of payments requirements in periods of falling exchange receipts. It 
must be remembered, however, that the crisis in the servicing of the 
older debts (1930-34) was importantly related to the rapid decline in 
the imports of the creditor countries, mainly the United States, under 
conditions of economic depression.* Simultaneously, of course, the 
volume of foreign loans by the U.S. market dropped to a fraction, so 
that countries which were borrowing additionally to pay their debt 
service could not pay. 

For the present purpose it may be assumed that the economies of the 
creditor countries will continue to grow and that they will pursue 
appropriate policies in their foreign trade, though assumptions of this 
sort may need considerable qualification. The problem for the near 
future is the potential growth of exports by the countries whose debt 
and debt service have been rapidly increasing. 

The trade performance of individual countries depends on the com- 
modities they produce and world prices and consumption of these 
commodities, their development policies, whether they are directed to 
export or production for domestic consumption, their fiscal and mon- 
etary policies, the degree of inflation and their exchange policies as 
they affect their competitive position and the direction of their pro- 
duction. To a considerable extent also the prospects depend upon 
economic conditions in, and the trade policies of, the industrial coun- 
tries which provide their markets. To review the extensive literature, 
with the variations and complexities of method, would be a far more 
extensive study, so that only a few points will be noted as they may 
affect future debt servicing capacity. 

Many, or most, of the developing countries will for the near future 
depend upon agricultural or mineral commodities for the expansion 
of their exports. Agricultural staples are characterized by relatively 
inelastic demand in world markets and low positive income elasticities 
in the consuming countries. ° The consumption of, say, coffee or cot- 
ton will increase with population and income over time, but in the 
short run, changes in the amount sold in world markets will have more 

4. See Hal B. Lary, United States in the World Economy (Department of Commerce, econo- 
mic series, no. 23, 1943), pp. 99-110, 161-83. 

5. The proposition on elasticity is stated dogmatically here without attempting an econo- 


metric solution. The problem of deriving statistical demand curves, both with respect to price 
and income, is fraught with many pitfalls which are beyond the scope of this study. 
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than proportional opposite effects on unit price. The exchange ear- 
nings of the principal supplying countries may fluctuate widely (e.g., 
Brazil and Colombia) as a result, and if they restrict sales, other coun- 
tries can enter the market with considerable gain. While total demand 
may be price inelastic, there may be considerable elasticity for the 
product of any one small supplier. The problem is obviously related to 
commodity agreements and compensatory finance of export fluctua- 
tions, as well as price-support programs. In other instances, there may 
be a secular decline in demand, e.g., wool, silk, natural rubber. 

Exports of metals, minerals and other raw materials depend, in 
good part, on cyclical and price and production conditions in the 
industrial countries. Exports of copper to the U.S. and Europe depend 
on demand and domestic production. Over the last 10 years copper 
prices have fluctuated between 28.9 cents and 77.1 cents equivalent on 
the London market. 

Partly in response to these factors—prestige is also important—the 
lower income countries have directed a good part of their development 
programs to industrialization and diversification, with varied results. 
Some of these programs have aimed at import substitution. Some 
plants have been high cost and required “‘excessive”’ protection to keep 
them going. Others to be efficient require a scale for which the local 
market is too small (automobiles, steel mills in small countries) unless 
they can produce competitively for export.° Varying degrees of infla- 
tion and over-valuation have been a further factor in exchange re- 
ceipts. 

A careful study by B. A. deVries on the basis of the export perfor- 
mance of 29 countries reached a number of tentative conclusions. 
Countries which have diversifiied production oriented to the domestic 
market have had less than average performance in exports and have 
also had more inflation; countries whose exports formed a small part 
of the world total for particular commodities did better than those 
which were major suppliers; price inflation affected receipts from 
minor exports more than for major exports (i.e., where world con- 
ditions determined the receipts); countries concentrating on light 
industries in their development fared better than those developing 
heavy industry; and, policies fostering agricultural production have 
had good results both in terms of major and minor exports. ’ 


6. Cf. Robert S. McNamara, Address to the Board of Governors [of the IBRD-IMF], Sept. 
27, 1971, pp. 19-23. 
7. See B. A. deVries, The Export Experience of Developing Countries (IBRD Staff Occasional 
Paper, no. 3, 1967): summarized in Finance and Development, March 1968, pp. 2-8. 
A recent article, R. J. Irvine, Y. Maroni and H. F. Lee. “How to Borrow Successfully,” 
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The increase in exports of developing countries has been uneven, 
even in the last few years. China (Taiwan) has moved from $164 mil- 
lion in 1960 to $1,428 million in 1970; Israel, from $217 to $781 
million; Korea, from $33 million to $835 million. These are countries 
which have received massive U.S. aid per capita, but have also directed 
their economies to exports. Hong Kong, without aid, raised exports 
from $688 million in 1961 to $2,514 million in 1970. The oil producers, 
Saudi Arabia, Iran, Kuwait, Libya, have generally fared better than 
other LDCs. Exports of a few countries have declined over the last 8 
years, e.g., Burma, Haiti, South Vietnam, Ceylon, and the Dominican 
Republic (with considerable recovery 1968 to 1970). Increases have 
been shown by some of the countries with significant debt problems, 
though not proportionally to debt service. Indian exports have in- 
creased from $1.3 billion in 1960 to $2 billion in 1970; Colombia’s 
from $466 million to $732 million in 1970. 

In connection with UNCTAD, projections have been made of the 
growth of exports from the developing countries and for some indi- 
vidual countries. Without entering into the methodological problems 
of these projections, it may be noted that the Secretariat concluded 
that for foodstuffs, agricultural raw materials and nonfuel minerals 
and metals, the annual rate of growth, 1960-75, was between 2.8 and 
3.5 percent, with, however, projected rates of 4.3 to 4.8 percent for the 
minerals and metals category. For fuels, the rates were 7.5 to 8 percent, 
and for manufactures (textiles, plywood and leather goods) between 
8.3 and 9.3 percent. For all commodities, the projection was between 
5 and 5.6 percent.® Projections of import requirements necessarily 
involve more complicated assumptions and technique. Within the 
framework of its assumptions, the trade gap in 1975 was estimated as 
between $3.4 billion and $10 billion measured in 1960 prices. Sub- 
stantial gaps were estimated for most LDCs except the oil producers.” 
These projections are noted here for their interest. They are at least not 
contradictory to the less involved evidence from simple quantitative 
data for the last 8 years. Obviously, if aid or conventional borrowing 
do not fill projected gaps, the import figures would be lower, as pre- 
sumably development would be slower or consumption reduced. If the 


Columbia Journal of World Business, Jan._Feb. 1970, pp. 41-46, forcefully states the argument 
on export policies, encouragement of private investment, monetary stability and debt problems, 
by comparison of the experience of Japan, Mexico, Thailand, Argentina and India. 
8. UNCTAD, Trade Prospects and Capital Needs of Developing Countries (U.N., 1968), p. 19. 
9. Ibid. pp. 41-43. For an earlier estimate and an analysis of the problems of estimation and 
projection see Bela Balassa, Trade Prospects for Developing Countries (Homewood, Ill, : Richard 
D. Irwin, 1964). 
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gap is filled, the debt will increase, though the burden may not be 
proportionally as heavy in the future if aid is provided on highly con- 
cessional terms. 

From the point of view of the debt problem, it is a race between the 
increasing rate of debt service and the rate of growth of exports in the 
future, though debt difficulties may result from internal economic or 
political factors. So far, the developing countries have been, as a 
whole, losing out in this race. Only a few have decreased their out- 
standing debt. With some exceptions, they have continued in pay- 
ments deficit and have increased their borrowings. Though increasing 
portions of the debt have been at concessional terms, even AID or 
IDA terms eventually impose a real burden. 


REPETITIVE BORROWING 


Pay-as-you-Go versus Repetitive Borrowing 


The cheapest way fora country to finance its economic development 
is the pay-as-you-go method, '° which would require a current balance 
of payments surplus equal to new investments. This would be possible 
for some countries which have had an export surplus. Pay-as-you-go 
would also avoid the political entanglements more or less inevitably 
involved in borrowing, or at least the pressure from the lenders on 
matters of economic policy. Borrowing from the Soviets for military 
or economic purposes presents an obvious case. The borrower be- 
comes involved (or further involved) in bilateral trade arrangements 
which may not be advantageous and increase their dependence on the 
CMEA countries for their exports. If they have a deficit financed by a 
debit position in the trade accounts, their economies are tied up for the 
future. At the same time other lenders become more cautious, either 
for economic or political reasons. 

If the country borrows from Western sources, either bilaterally or 
from multilateral institutions, the lenders wish to see appropriate 
policies pursued so that their assistance is not wasted and that condi- 
tions are conducive to repayment. The lenders may insist upon halting 
inflation—or a promise to slow down—which may involve tax policy, 


10. Theoretically, the economy of a country could gain more by borrowing than by paying 
cash if it could lend abroad at a higher rate of return than the cost of borrowing. Certainly many 
individuals in LDCs find it profitable to export capital rather than invest at home, but this per- 
verse movement of capital may be for safety rather than earnings since interest rates are at least 
nominally higher in LDCs than in industrial countries. 
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credit policy, exchange rates and policy, and administrative reform. In 
the case of project loans by the IBRD and IDB, reorganization of par- 
ticular entities or assurances of adequate utility rates have been pre- 
requisite to some loans. No doubt these have all been salutary mea- 
sures, in the long-run interest of the borrowing economy as well as the 
safety of the loan, but they may be resented by the governments as 
undue meddling in their affairs. They would prefer to borrow without 
strings. 

Despite these limitations, most developing countries have preferred 
to borrow. Iran, for instance, which has had a quite sizable commodity 
surplus for the last 10 years, has borrowed increasingly and has ear- 
marked part of the oil receipts to service debt. The countries not 
producing oil have, on the other hand, generally had commodity 
deficits, certainly in part representing the inflow of goods financed by 
borrowing, though in part deficits arising from trade-related factors, 
including inflation and overvalued exchange rates. Development 
based on trade surpluses would be much slower than is necessary to 
keep up with the growth of population and the aspirations of people, 
sometimes called the “‘revolution of expectations.” 

From a theoretical point of view, borrowing has a net benefit to the 
debtor country whenever the marginal efficiency of capital is greater 
than the cost of the loan. That is, if the investment of the borrowed 
capital produces a stream of income over time greater than interest and 
amortization, there is a gain to the borrower. For some capital pro- 
jects, e.g., a power plant, cost-benefit studies can be fairly precise, at 
least on stated assumptions. For others, e.g., highways and public 
works, it is more difficult to measure benefits in money terms. The 
benefits are largely in the area of imponderables, as they are, of course, 
for education, health, population control, sanitation and military pur- 
poses. They may be immeasurable though unmeasurable. Borrowing 
for balance of payments deficits, including debt service, may prevent 
economic collapse or default. 

It follows that the gain is greater the larger the benefits compared 
with interest and amortization. This argument applies to domestic as 
well as foreign borrowing. The special characteristic of external debt is 
that it must be serviced through the balance of payments, and benefits 
realized in local currency may not be transferable in exchange. Inter- 
national borrowing and lending has scarcely been based on precise 
calculations except in some project lending. The developing countries 
have sought loans for projects and balance of payments purposes. If 
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they cannot get capital on concessional terms, they will contract con- 
ventional loans or supplier credits. The creditor countries have pro- 
vided funds because it seemed profitable, e.g., commercial loans, to 
push exports for neo-mercantilistic reasons, for political and human- 
itarian reasons. Whatever the motivation, the result has been the piling 
up of debt, in part to pay service on previously contracted debt. 


Loan Terms and Repetitive Borrowing 


It has long been recognized that if a country borrows abroad over a 
considerable period to finance its development or to meet its balance 
of payments deficits, the principal sum of its debt increases at some 
compound rate. It may pay off some loans and maintain interest pay- 
ments on the outstanding, but has to borrow additional amounts to 
cover payments, borrowing from Peter to pay Paul. Debt service will 
also increase; whether at a higher compound rate than principal or ata 
slower rate depends on loan terms. If it refinances supplier credits by 
concessional borrowing at lower interest and longer maturity, debt 
service will increase less rapidly than principal. 

This may be an entirely justifiable procedure for a developing coun- 
try. As its production increases, so may its export potential, so that 
after some years it may be able to service its debt without additional 
borrowing and even become a net capital exporter. The case has been 
illustrated by the United States (with the help of two world wars) and 
some European countries which in time moved from net debtor to net 
creditor positions. This analogy may be applied to the present-day 
low-income under-developed developing countries, at least as a hope. 
Indeed, this assumption must be the rationale of long-term finance of 
development through loans, “hard,” “soft,” or “blended.” 

If exports increase at some faster rate than imports, starting from an 
initial deficit position, at some point of time a trade surplus will ap- 
pear. If the deficit is financed by external borrowing, the annual 
amount needed will decrease over time, though debt service will in- 
crease, and eventually there will be a point at which the trade surplus 
will enable the debtor country to begin net amortization of debt, in 
increasing amounts until the entire cumulative principal is liquidated. 
The precise point in time for the appearance of the trade surplus will 
depend on the relative rates of increase of exports andimports, and the 
point of beginning net amortization will depend on loan terms. In the 
models which can be constructed, numerical results will depend on the 
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assumptions made.'! To the extent that reality conforms to the mo- 
dels, the borrower is economically justified in incurring debt and the 
lenders can make “sound” loans. The lenders, private or public, may 
become concerned if the debt service ratio becomes “‘excessive,” a 
matter of judgment. Institutional lenders might continue to lend even 
when private sources are hesitant. '? 

The debt of practically all LDCs has been growing over the years. 
In some years, a few countries have reduced their outstanding debt but 
have borrowed again in succeeding years. Some have met interest from 
exchange earnings but have rolled over principal (e.g., Argentina and 
to a large extent Mexico). For the group as a whole, new borrowings 
each year have exceeded the total paid in interest and principal. Only a 
few have reduced the amount owed. ' 

As debt increases, a given amount of borrowing adds less and less to 
resources, so that sooner or later, depending on loan terms, debt ser- 
vice equals or exceeds new borrowing,'* or conversely, to provide a 
country with a constant annual amount of resources, the annual 
amount of aid or new borrowing must increase at some rate which is a 
compound interest function, the “‘net aid concept.’ Debt difficulties 
have occurred for other reasons and refunding has occurred before the 
“break-even” point has been reached. In fact, aside from regular an- 
nual aid programs, borrowing has been intermittent and exchange 
receipts have fluctuated more than can be predicated on some export 
function of GNP. 

Mikesell has illustrated the problem of the break-even point in 


11. A recent model of this sort is in R. F. Mikesell, “External Borrowing and Debt Service” 
(Organization of American States, UP/G 29/3, Oct. 24, 1969). On the assumption of an initial 
deficit equal to a 10th of imports, an export growth rate of 5 percent, an import rate of 4 percent, 
and loans at 5 percent with linear amortization over 20 years, the trade balance would become 
favorable in the 12th year and net indebtedness would start declining in the 14th year. He illus- 
trates with various other terms, grace periods and trade rates. 

12. Mikesell, “External Borrowing,” p. 2, says, ““Therefore, external lending agencies general- 
ly insist that the debt service ratio does not exceed 20 percent.” While there have been no an- 
nouncements of this critical ratio, the banks have loaned to countries with ratios well above 10 
percent. In the Indian case, the amount of debt relief was calculated to reduce the ratio to about 
20 percent. Somewhat similar considerations seem to be involved in “blending” formulas. 

13. From the available data, only Liberia and Rhodesia appear to have reduced the net out- 
standing (including undisbursed) debt. The apparent reduction of Brazilian public debt from 
$4.3 billion at December 31, 1968 to $3.5 billion a year later appears to result from a recalcula- 
tion of data. The two figures, involving some private debt and excluding some undisbursed items 
in 1969, are not comparable. Details of debt operations for 1965 to 1969 are not available. The 
outstanding debt of Brazil to the United States, public and private on a disbursed basis, increased 
by $53.5 million, but including undisbursed was reduced by $50.4 million. 

14. E.g., Raymond F. Mikesell, ‘““The Capacity to Service Foreign Investment,” in Mikesell, 
ed., U. S. Private and Government Investment Abroad (Eugene: University of Oregon Books, 
1962), pp. 377-406; idem, Economics of Foreign Aid (Chicago: Aldine Publishing Co., 1968), 
chap. 4; Goran Ohlin, Aid and Indebtedness (Development Center of OECD, 1966). 
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borrowing and the increasing rate of gross capital imports to sustain 
a net flow of imports in a model based on 5 percent interest and 20- 
year amortization in equal annual payments. Debt service would equal 
gross capital imports in the 12th year and at the end of 20 years amor- 
tization and interest would be 153 percent of the annual borrowing 
rate (see Figure 1). On the assumption of a steady capital inflow, the 
annual rate of capital imports would have to increase indefinitely, and 
at the end of 20 years it would take 550 percent to maintain this flow 
(see Figure 2). '> 

Closely related concepts and calculations have been made by those 
concerned with the problem of economic aid and the terms on which it 
is given. An AID study'® in 1965 made several interesting compu- 
tations on the basis of aid and loan terms then in use. To maintain a net 
flow of resources by successsive borrowings and service of prior debt, 
a country would have to borrow 4.32 times as much in the 15th year 
as in the first if the loans were at Ex-Im terms, 3.15 times as much if on 
IBRD terms, 1.42 on AID terms, and 1.15 on IDA terms.'’ These 
percentages, of course, represent not only the lower interest rates but 
longer grace periods on AID and IDA credits as opposed to “‘conven- 
tional” loan terms by Ex-Im and IBRD (Figure 3). At present interest 
rates, the percentages would be higher for all except IDA credits. 

Governments, international institutions and private lenders have 
provided the funds for development and balance of payments assis- 
tance at a considerable variety of terms.’*® The persistence of the 
deficits and the inability of most of the developing countries to shift 
their balances of payments have resulted in the accumulation of debts 
which partly represent borrowing for new purposes and partly bor- 
rowing to pay service on older debt. Almost inevitably they are caught 
in the compound interest problem. 

To illustrate the nature of these problems, some relatively simple 
schemata have been constructed. The analysis may appear oversim- 
lified to deal with the concrete debt problem of particular countries 
which represent composites of the various sets of lending terms de- 
scribed. To the mathematician the analysis may seem obvious. Never- 

15. U.S. Private and Government Investment Abroad, pp. 392-95. 
ges AID, “A Study on Loan Terms, Debt Burden, and Development” (mimeograph, April 

17. There are similar computations in Dragoslav Avromovic et al., Economic Growth and 
External Debt (Baltimore: Johns Hopkins Press, 1964), p. 164. 

18. See chapter 1, Tables 7 and 9. Calculations of borrowing, service and outstanding debt for 


a selected group of specific loan terms are in Avromovic et al., Economic Growth and External 
Debt, p. 164. These calculations are similar to those in Figure 3. 
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Figure 1. Annual Capital Imports and Debt Service, with Constant Annual 
Borrowing. 
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Assumptions: A country borrows $100 million per year for an indefinite period. The rate of 
interest is 5 percent per year and the rate of amortization of the amount borrowed each year is 
also 5 percent per year. 


Figure 2. Gross Capital Imports and Annual Debt Service, with Constant 
Annual Net Borrowing. 
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Assumptions: Net receipts from capital imports after allowance for all amortization and 
interest payments are $100 million annually for an indefinite period. Interest is 5 percent per year 
on the net debt, and the amortization payments are 5 percent on the amount borrowed each year. 
All interest and amortization payments are covered by new loans so that net receipts from capital 
imports remain at $100 million each year for an indefinite period. 
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Figure 3. Rise in Gross Lending Per Year Required to Maintain a Given Net 
Inflow of Resources. 
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a. 5.5 percent interest, 13 years maturity, including a 3-year grace period. 
b. 5.5 percent, 20 years, including 5-year grace. 

c. 3.5 percent, 20 years, including 3-year grace. 

d. Ex-Imand AID. 

e. 2.5 percent, 40 years, including 10-year grace at | percent. 

J. 0.75 percent, 50 years, including 10-year grace. 

g. Includes all terms shown. 


theless, the confusion even in the minds of lending and borrowing 
officers about various loan policies is such that an exposition of some 
fundamentals is indicated. The necessary algebra is relegated to the 
appendix. 

At any given interest rate a short-term loan is cheaper than a long- 
term loan. A 6 percent loan paid off in 5 years (assuming equal annual 
payments of principal) has a total interest cost of 15 percent of the 
loan, but annual service will average 23 percent of original principal. 
On a 10-year basis interest cost is 30 percent, but annual service only 
13 percent. Secondly, a grace period increases the interest cost, and the 
longer the grace period, the higher the interest cost for a given terminal 
maturity. A loan with amortization in 10 years after 2 years grace on 
principal has a total interest cost of 42 percent. A 20-year loan at 3 per- 
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cent has the same interest cost as a 10-year loan at 6 percent, but the 
annual service is only 6.5 as opposed to 13 percent. Obviously, lower 
annual service costs are more likely to be met eventually from in- 
creased export earnings than are higher annual costs. 


Case 1: Borrower pays interest but refinances amortization. On a 
single loan if the borrower pays interest from current exchange earn- 
ings, but borrows additionally to pay amortization, the annual cost is 
merely interest cost. Assume that a country borrows $100 with amor- 
tization in equal annual installments over 20 years with interest at 6 
percent. At the end of the first year it pays back $5 in amortization, but 
borrows an additional $5 to cover it. Its debt continues at $100 indefi- 
nitely, and it would have an annual charge merely to cover interest. 

If, however, it borrows for new purposes, say, $100 a year, it would 
have to refinance the principal payments at an increasing amount each 
year and, of course, its interest cost would go up annually but would 
still be simple interest on the amount outstanding during each year. 
The case is noted here because this may in practice be a solution to the 
cumulative debt problem of the LDCs on the assumption that the 
creditors are willing to roll over principal payment due to them 
through refunding in one way or another. 


Case 2: Borrowing to cover interest and amortization. Again, as- 
suming a single loan of $100 and 20-year, 6 percent terms, the bor- 
rower would have to borrow an additional $11 in the second year to 
meet service requirements; in the third year $5.50 for amortization 
plus $6.60 for interest and so on. On this assumption, the amount out- 
standing would grow at a compound interest formula of 11 percent. At 
the end of 10 years the debt would be $283.92 for each $100 originally 
borrowed, and at the end of 20 years, $886.85. 

Even if the loan were made on very easy terms, say 2.5 percent and 
40 years without a grace period—terms roughly comparable to AID 
loans—the outstanding amount would be $162.89 at the end of 10 
years and $704 at the end of 40. 


Case 3 (a): Repetitive borrowing, linear amortization. While certain 
project loans are one shot affairs, most of the developing countries 
have been borrowing annually for the purposes of their programs, 
which may be a succession of projects. To illustrate the effect of suc- 
cessive borrowings, assume that a country borrows $100 million each 
year for 10 years with amortization over 10 years and interest at 6 per- 
cent on outstanding balances. These terms correspond roughly to the 
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average terms of Ex-Im loans extended in previous years, including 
some longer-term project loans and shorter-term export type of credit. 
The 10-year term is probably longer than the amortization rate pro- 
vided in most supplier credits, though as noted above, the term of 
supplier credits has been increasing. 

The relation of annual interest and amortization under these as- 
sumptions is given in Table 11. After the end of the 7th year, total debt 
service would equal the amount of borrowing. After the 10th year 
amortization would equal new loans, so that the total outstanding 
would continue indefinitely at $550 million with an annual interest 
cost of $33 million or 6 percent. At the end of the 10-year cycle, the 
case becomes analagous to Case |, payment of interest with no reduc- 
tion in principal. 

Similar relations obtain for shorter or longer terms and various 
rates of interest. The year in which amortization equals new bor- 
rowings would be 5 years on a 5-year loan and 20 years on a 20-year 
loan. The shorter the term and the higher the interest rate, the sooner 
would be the year in which debt service equaled new borrowing. In the 
appendix there is a general formula applicable and calculations for 
various interest rates and maturities. 


Case 3 (b): Linear amortization with grace and without grace on 
principal. With repeated annual borrowing of a constant amount, the 
allowance of a grace period on principal postpones the break-even 
point, but consistently less than the grace period. While a grace period 


Table 11. Interest Cost and Amortization of a Succession of Loans of $100 
Million Annually and Amortization in 10 Years, No Grace Period ( Millions 
of Dollars). 
Loans 
Loans outstanding 


outstanding Interest at end 
Year in January payments Amortization of year 


l 100 6.0 10 90 
2 190 11.4 20 170 
3 270 16.2 30 240 
4 340 20.4 40 300 
5 400 24.0 50 350 
6 450 27.0 60 390 
7 490 29.4 70 420 
8 520 S1k2 80 440 
9 540 32.4 90 450 
10 550 33.0 100 450 
11 550 33.0 100 450 


iW 550 33.0 100 450 
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on an individual loan may be quite important to permit the construc- 
tion and start-up of a particular project, the advantage to the bor- 
rowing country in terms of its balance of payments is somewhat less 
if it borrows fora series of projects, or payments deficits. With a grace 
period the total interest cost is higher. For example, a succession of 
loans at 6 percent with a 20-year maturity and no grace period reaches 
the break-even point in 10.4 years. With a 23-year loan, including 3 
years grace, the point is 11.3 years.!9 In the 20th year (no grace) 
amortization on a series of annual loans of $100 million would take 
$100 million and interest would be $63.6 million. 

In general, the higher the rate of interest, the shorter the period 
before debt service exceeds new borrowing, and, of course, the longer 
the maturity of the loan at a given interest rate, the later this point is 
reached. With relatively long terms, say, 15 to 20 years, the date of the 
break-even point varies only about | to 2 years in the range of 5 to 7 
percent interest. On the other hand, with short-term loans, say 5 years, 
the break-even point varies only by a few months with differences in 
interest rates in the likely ranges. *° 


Case 4: Level payments of interest and principal. A loan repaid by 
equal annual (or semiannual) payments of principal plus interest is an 
annuity of the specified term and interest rate. Compared with a loan 
with payment of interest on the outstanding balance and amortization 
in equal installments of principal, it has the advantage to the bor- 
rowers of reducing the debt service in the early years, but the payments 
are larger in the later years. The advantage to the borrower is con- 
siderably reduced, however, if there is a series of loans, since after a 
period it is making larger payments on old loans than it would under 
linear amortization. 

In terms of the break-even point, the level payment loan is generally 
more advantageous to the borrower (assuming no grace period) than 
linear amortization, though the difference is slight, except for long 
terms and higher interest rates. For 5- and 10-year loans, there is no 
significant difference even at 7 percent interest. At 6 percent and 20 
years, the break-even point is reached at 10.43 years on linear amorti- 
zation and a year later on level payment. At 2.5 percent, the difference 
is a matter of 6 months. *! 

In short, if a country borrows year after year for a long period it 

19. Cf. Tables IA and IB in the appendix. 


20. Cf. Table IA, appendix. 
21. Cf. appendix, Tables IA and ITA. 
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makes relatively little difference which amortization schedule is used. 
For a single loan or several loans with years between them, the level 
payment system is easier for the borrower, and so may make repay- 
ment more likely. 


Case 5: Level payments after grace period. In a series of equal repe- 
titive borrowings, with level payments, the allowance of a grace period 
on principal postpones the date at which debt service equals new bor- 
rowings, but always by a period that is smaller than the grace period. 
The postponement depends on the period of grace in relation to the 
repayment period and the interest rate. The higher the interest rate, 
the shorter the period until the break-even point is reached with a 
given grace period, and the less the advantage of grace periods as op- 
posed to no grace. Obviously, the longer the grace period compared 
with the repayment period in a succession of borrowings, the greater 
the postponement of the date at which the borrower receives no net 
inflow of resources. 

The appendix contains formulae and tables illustrating the point 
made. For example, a country borrowing on the basis of 20-year loans 
at 6 percent reaches the break-even point in 11.5 years; with payment 
in 20 years after 3 years grace, the point is reached in 12.4 years. There 
is also approximately one year’s difference on a loan with payments in 
10 years. The break-even point on loans of 40 years, including a 9-year 
grace period at 5 percent is 17.58 years, while 40-year loans without 
grace reach the point in 17.16 years. Level payments after a grace 
period are characteristic of IBRD and AID loans. At 1971 terms the 
annual payment after grace has expired is about 10.76 percent of prin- 
cipal. If a country borrowed an equal sum annually from the IBRD at 
present terms, debt service would equal new borrowing in about 10.8 
years, about a year sooner than at 1966 terms. 

On AID loans of 40 years with 10 grace, at 2 percent during grace 
and 3 percent during the repayment period, there would be no net 
inflow in about 25 years. 


Summary. The preceding discussion and the generalized formulae 
and tables in the appendix have assumed a constant annual rate of 
borrowing for simplicity’s sake. In practice the level of borrowing in 
any year is more variable, even with consortia and consultative 
groups, with a generally rising trend though with fluctuations about 
the trend. 

On the simplifying assumption of a constant incremental amount 
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of borrowing, the net addition to resources to the borrower decreases 
over time until a point is reached where debt service equals new loans. 
Thereafter debt service is greater until the point is reached where 
amortization payments equal the amount of borrowing. From this 
point on, borrowing at the given rate could continue and the debtor 
would merely be paying simple interest on the very large debt out- 
standing. It will have ceased to bea gross capital importer. 

The break-even point comes earlier with higher rates of interest and 
shorter maturities. It can be postponed by longer grace periods and 
lower interest rates. Moreover, the time lag between the point of no 
net increase of resources from constant borrowing and zero gross cap- 
ital imports varies with the maturity of loans and grace periods. On 
long-term loans the borrower would have to pay for a long time after 
it ceases to receive net resources. 

With variable inflows of capital the break-even point will come 
sooner if borrowing is reduced, either by choice of the borrower or 
changes in policy or availability of resources to the lender as the result 
of market conditions or appropriations. If the level of lending or 
borrowing increases, the break-even point is postponed since new 
loans in greater amounts will provide more resources than will be 
required in payment of old loans. This could go on theoretically as 
long as funds are available. 

Viewed trendwise, the latter condition has been characteristic more 
generally than the former. The advanced donor-creditor countries 
have been providing assistance on grant and loan terms to the devel- 
oping countries, which generally have been content to take resources 
at the terms offered so that their debt has rather steadily increased. 
Probably both creditors and debtors have underestimated future pro- 
blems. Additional loans have been made even in cases of known 
difficulty in servicing existing debt. Export guaranteeing entities have 
underwritten new credits as well. When given on concessional terms, 
additional loans under these circumstances are often a means of indir- 
rectly relieving the debtor’s burden, as advocated by DAC. 

On the other hand, the creditors may “crack down” and refuse 
additional loans unless there is some regularization of payments on 
existing credit. A reduction in the flow of resources to a given debtor 
by a reallocation of aid or a mere cut resulting from reduced availabil- 
ities may precipitate a crisis or at least entail some readjustment. In 
particular cases, as illustrated in chapter 4, several of these factors may 
be operative. 
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Finally, some of the debtors whose earnings have increased could 
start net repayment of their debts by voluntarily limiting new bor- 
rowing to an amount less than debt service, though the case is theo- 
retical rather than actual. 

The borrowings of almost all of the developing countries have, in 
fact, increased so that there is a compounding of interest and principal 
under any of the usual loan terms, though the net effect has been con- 
siderably offset by obtaining the newer loans at concessional terms. 

Depending on loan terms, it is probably fair to say that under pre- 
sent conditions the break-even point is in the range of 10 to 20 years of 
borrowing, including the amount of concessional aid that has been 
given or is likely to be provided in the future, although the situation 
will vary from country to country with the terms of its borrowing and 
the proportion of concessional to harder loans. 


Some Empirical Evidence 


That the preceding discussion is not a purely algebraic construct 
appears to be borne out by IBRD-OECD calculations of reported debt 
service payments for 1965 to 1969 and loan and grant disbursements 
to the developing countries (80) for which adequate data are available. 

Since loan disbursements and grant receipts are not regular for a 
given country, year by year, the figures have been combined in Table 
12 for the 5-year period. Through this period, debt service and dis- 
bursements of loans have increased for practically all countries. 
Grants and grant-like contributions (P.L. 480 and IDB loans repay- 
able in borrower currencies) have declined in the aggregate, with 1n- 
creases, however, in Latin America but decreases in South Asia, and 
elsewhere, as P.L. 480 was shifted to long-term dollar repayable loans. 

Taking the low-income countries as a whole, debt service was about 
58 percent of disbursements on loans and 44 percent of loan and grant 
disbursements. The averages are heavily weighted by Western Hemis- 
phere countries. Their debt service was almost half of the total and the 
disbursement of loans and grants received by them about a third. In 
terms of the “‘net-aid”’ (grant and loan) concept discussed above, less 
than 60 percent was “net” and the rest was service on old debts. 

The ratio of debt payments to receipts was heaviest in Latin Amer- 
ica. These countries have borrowed over a longer time than others and 
at harder terms. They have also received less in grants. African coun- 
tries (except oil and mineral producers) have little debt-servicing capa- 
city. They obtained almost half of their external resources from grants. 


56 THE REFUNDING OF INTERNATIONAL DEBT 


Table 12. Debt Service Payments by, and Disbursements of Loans and Grants 
to Developing Countries, 1965-69 ( Millions of Dollars). 


(1) (2) (3) (4) (5) 

Debt Loan Loan & grant Ratio Ratio 
Area payments disbursements disbursements (1) / (2) a esy) 
Africa 2,748.9 4,529.6 8,262.0 60.7 S}chs) 
Middle East 1,605.2 3,284.4 3,805.8 48.9 42.2 
South Asia 2,445.0 7,077.7 10,398.4 34.5 2315 
East Asia 1,399.4 3,995.3 5,856.8 35.0 23.9 
South Europe 2,349.4 3,938.6 4,142.0 59.7 56.7 
Western Hemisphere LOZ 79 12,858.0 14,927.8 18.8 . 67.8 
Total 20,675.8 35,683.6 47,392.8 57.9 43.6 
Selected countries 
Argentina 2,209.4 ees 1,821.9 128.6 121.3 
Chile 545.9 994.1 1,145.1 54.9 47.7 
Colombia 511.6 900.7 1,073.6 56.4 47.7 
Mexico 3,549.7 3,787.9 3,858.7 93.7 92.0 
Peru sy/l3) 1,033.2 1,178.2 Osa 48.5 
Uruguay 191.9 271.4 302.5 70.7 63.4 
India“ 1,597.6 3,948.2 6,089.5 40.5 26.2 
Pakistan 587.7 2,271.4 2,985.0 25.9 19.7 
Philippines? 342.7 533.2 839.0 64.3 40.8 
Korea‘ 126.5 984.7 1,646.4 12.8 Teg 
Tunisia 155.0 387.1 579.5 40.1 26.7 
Zambia 95.3 103.0 127A 92.5 75.0 


Source: IBRD and OECD (see IBRD, Annual Report, 1971, pp. 68-75). 

a. Data for four years, 1965-68. 

bh. Does not include transactions of Philippine private debt guaranteed by the government, 
about $600 million principal. 


The second part of Table 12 was constructed to show the situation 
of certain countries, though the data may not be strictly comparable to 
the area data, since the grants are on a “‘received”’ rather than a dis- 
bursed basis. The error probably is not great, except possibly in the 
cases of India, Pakistan and Korea, which were large grant recipients. 

Argentina, the East African community, Rhodesia, Rwanda and 
Sierra Leone appear to be the only debtors which paid more in debt 
service than they utilized in loan disbursements. Rhodesia has not 
received much in loans recently, but has paid service on its debt. The 
East African community in 1968 paid off one security issue and re- 
placed it by a smaller one. Sierra Leone and Rwanda paid off sup- 
pliers’ credits, but received loans from governments which have been 
only partly utilized. Only Rwanda and Rhodesia have reduced their 
outstanding debt. 

Argentina has for several years been rolling over its debt by issuing 
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securities or borrowing from banks or others. When this practice 1s 
followed, both debt payments and disbursements of debt appear as 
larger amounts than in the case of countries which have borrowed 
more at longer term from governments and international organiza- 
tions. In the Argentine case, disbursement of loan proceeds of $1.72 
billion was only slightly larger than amortization payments of $1.70 
billion. The total debt disbursed and outstanding at the end of 1969 
was $1.78 billion. That is, in the 5-year period almost the entire debt 
was rolled over, but Argentina met interest payments from exchange 
earnings. It appears to illustrate Case 1 above. 

Mexico, whose debt is about half bank loans, security issues and 
supplier credits, paid $2.1 billion in principal (of a total debt disbursed 
and outstanding at the end of 1969 of $2.5 billion) but used new loans 
in greater amount than it paid in principal and interest. While debt 
service has been mounting rapidly, Mexico has lengthened the term of 
its debt, so that amortization on old debt will be lower in coming years. 
It has steadily increased the total debt, even though new borrowings 
have added only a small fraction to total resources. 

Only a few countries have reached or are approaching the point 
where debt service has caught up with new borrowing. Most have 
increased their total indebtedness. There has been considerable shift- 
ing in the form of debt in some countries, replacement of high-service 
private debts by credits from governments and organizations. The 
break-even point has been pushed forward in this way. The debt crises 
which have arisen have resulted partly from other factors. *? 


Exports and Debt 


Table 13 brings up to 1970 certain significant results shown by the 
World Bank.** Developing countries as a whole had substantial trade 
deficits of between $2 billion and $4.2 billion in the period 1960 to 
1970, but the totals included the oil producers which had trade sur- 
pluses of $3 billion to $5.5 billion in these years. The trade deficits of 
the non-oil producers have had annual average amounts of about $7.7 
billion, increasing to $10.3 billion in 1970. 

Both exports and imports of the non-oil-producing countries i1n- 
creased sharply from 1968 to 1970 in comparison with the period 
1960-68. Ex ports in 1970 were 196 percent of 1960; in 1968, 153 per- 

22. Cf. chapter 4. 


23. Annual Report, 1966, p. 32. The report for 1968, p. 51, has a similar table but the country 
coverage differs. 
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cent of 1960. Imports, however, also increased relatively, 184 and 148 
percent respectively of 1960. In terms of compounded rates, exports 
increased from 1960 to 1968 at 5.54 percent, from 1960 to 1970 by 6.98 
percent. Imports also increased considerably from annual (com- 
pounded) rates of 5.06 percent, 1960-68, to 6.31 percent, 1960-70. 

The rise in prices of exports and imports accounts for a good part of 
the growth. At deflated prices, the export growth rate between 1960 
and 1968 was 5.14 percent, and to 1970, 5.52 percent.?* But a 14.6 
percent increase in exports in deflated prices over a 2-year period is by 
no means negligible. While almost all countries increased their ex- 
ports, a few had very sharp increases in volume, notably, Brazil, China 
(Taiwan), Hong Kong and Korea. Imports increased at rapid rates 
also in terms of deflated prices, i.e., at rates of 4.7 percent in 1960-68, 
and 5.39 percent in 1960-70. Some of the increases in export receipts 
went to reserves (e.g., in the countries whose volumes expanded most 
rapidly), some to increased imports and some to debt service. 

As a matter of interest, algebraic projections were made from the 
table data to determine when the non-petroleum producers would have 
exports equaling imports. On the basis of 1968 current dollar values 
for exports and imports, projected at the growth rate, 1960 to 1968, 
balance would be reached in 53.7 years. Projecting 1970 figures at rates 
1960-70, the deficits would disappear on the average in 34.4 years. 
These results project rates of price increases as well as exports and im- 
ports. If the current trade data are deflated by the respective index 
numbers, balance on the 1968 trade data would be reached in 64.5 
years. On the basis of 1970 data and 1960—70 rates, the deficits would 
disappear in 244 years. This curious result follows from the more 
rapid increase in imports (deflated) in the later years than in the earlier. 

These computerized algebraic results should be regarded merely as 
such. They are not a forecast. They may serve as a note of caution to 
model builders who project steady and disparate growth rates. Com- 
pound rate calculations of trade data implicitly assume the indepen- 
dence of imports and exports, when in fact they are not. Moreover, 
results follow from the particular numbers in the table. The inclusion 
or exclusion of a single country, or selection of a particular base year, 
as indicated, show widely differing results. 

The 1970 IMF Annual Report presents data on the trade balances 
of primary-producing countries, a classification which is broader than 


24. Export and import figures were deflated by the U.N. index of export prices, excluding 
petroleum, and the import price index, with country weights based on transactions in 1963. 
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Table 14. Trade Balances of Primary-Producing Countries, 1965-69 (Billions 
of Dollars). 


1965 1966 1967 1968 1969 

Total primary-producing countries —7.7 —7.7 —7.9 —7.6 —7.2 

Excluded countries“ —4.7 —4.2 —4.0 —3.8 —4.0 

Developing countries —3.0 —3.5 —3.9 —3.8 —3.2 

Oil producers’ 4.8 ae 5.8 6.4 6.7 
Non-oil producing 

developing countries —7.8 —8.6 —9.7 —10.3 —9.8 


Source: IMF, Annual Report, 1970, pp. 66, 69, 71; IF NS (figures have been rounded). 
a. Finland, Iceland, Ireland, Spain, Australia, New Zealand and South Africa. 
h. Middle-East oil producers, Libya and Venezuela. 


the OECD-DAC classification of developing countries. An attempt is 
made in Table 14 to show data comparable to the preceding, though 
apparently the Fund data are more inclusive. On the Fund basis, the 
non-oil-producing countries showed rather larger deficits. While the 
LDCs’ total deficits decreased by some $600 million in 1969 as the 
consequence of increased exports of oil, ores, metals and some other 
exports, the trade balance of the countries not primarily oil producers 
improved by $400 million, with higher prices for metals and some 
other products as well as a drop in imports by India. 

Revised data for 1967 to 1970 in the 1971 IMF Report (p. 78) indi- 
cate somewhat smaller trade deficits for the non-oil-producing devel- 
oping countries for 1967, 1968 and 1969, but an increase to $10.6 
billion in 1970. 

Precise annual changes in aggregate deficits are of minor impor- 
tance for the analysis of the debt problem. It is significant, however, 
that the non-oil producers have large annual deficits, the oil producers, 
generally, large surpluses. The non-oil countries with surpluses were 
mainly exporters of minerals, e.g., Zambia, Congo, Chile and Peru. 
The non-mineral surplus countries were Argentina, Ghana, Nigeria 
and the Ivory Coast. (Nigeria’s increased exports were mostly new oil 
production; Peru’s largely fish products.) 

The value of exports depends on production levels and world prices, 
which, in turn, are related to production and prices in the industrial 
countries. Import levels are set in part by what may be regarded as 
“autonomous” factors—population, income, consumption standards 
and prices. In part, import levels are the result of borrowing and aid 
received. The deficits will vary in the same direction as the amount of 
external resources provided varies. 
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The non-oil countries have received aid on loan and grant terms. 
The oil countries have not been heavy borrowers or grant-aid recip- 
ients. 

“Autonomous” imports are themselves conditioned by export 
receipts. Monetary reserves can be a buffer; IMF drawings and other 
credit can help cover a short-fall. From/a long-run point of view, per 
contra, imports of capital will lead to an expansion of exports if invest- 
ment is directed to potential export production. With the complex 
interactionof the factors affecting the exports and balance of payments 
positions of the debtor countries, the future is not predictable except 
in the broadest terms. It seems a fair inference, however, that non-oil 
exporters are not likely to increase their exports sufficiently to keep up 
with their increased debt service (see Table 15). Among these coun- 
tries, the mineral exporters have done better than those primarily 
exporting agricultural goods. 

Table 15 shows the increase in debt service in the last 10 years com- 
pared with export receipts. Column (4) is the ratio of total debt service 
to exports for all LDCs, including the oil producers. Column (5), debt 
service as a ratio to export receipts of non-oil producers, can be some- 
what misleading since the debt service of oil-producing countries is 
included. The parenthetic figures represent a correction made for 
known payments of principal and interest of the main oil countries. 


Table 15. Exports and Debt Service, 1960-70 ( Billions of Dollars ). 


(1) (2) (3) (4) (5) 
Exports Debt 
Exports non-oil service Ratio Ratio 
LDC LDC EDG* ((3))/() (3)/(2)" 
1960 27.5 ed = = 
1961 27.8 22.0 23 8.3 10.4 
1962 29.6 23.0 2.6 8.8 eS 
1963 32.2 25.4 Del 8.4 10.6 
1964 B55 27.4 3.2 of ey 
1965 37.8 29.4 3.4 9.0 Ii (QU) 
1966 40.4 SCS) 3.8 9.4 120 IES) 
1967 41.6 31.0 4.0 9.6 12.8 (12.4) 
1968 45.3 33.4 4.5 10.0 13.6 (12.9) 
1969 50.8 38.1 5.0 9.8 11320) (225) 
1970 56.4 42.6 6.0° 10.6 14.0 (13.5) 


a. IBRD Estimates for 80 developing countries, including oil-producers. The combined debt 
service of Iran, Iraq and Venezuela increased from about $121 million in 1965 to $211 million in 
1969. 

b. Numbers in parentheses are estimates for the debt service ratio of non-oil producers. Ratios 
have been calculated from unrounded figures. 

c. Projected. 
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They are, at best, approximate. The ratios shown here are somewhat 
higher than the normally computed debt service ratio, based on re- 
ceipts from goods and services. 

Debt service has been increasing at 10 percent25 compounded an- 
nually over the last 10 years, a rate considerably higher than the 
growth rate of exports of all the developing countries, and particularly 
of the non-oil producers, which are the principal debtors. Debt service 
has become an increasing charge against export earnings. The denom- 
inator in the debt service / exports rate increased sharply with the rise 
in prices in recent years. The numerator has been less affected since 
grace periods have not yet run out on new loans, but higher interest 
costs were reflected in the payments of countries which had rolled over 
debt, e.g., Mexico and Argentina. On the other hand, principal pay- 
ments were reduced for some countries as the result of refunding at 
longer terms. 

Compounded rates should not be projected far into the future, since 
debt service will depend on the level of borrowing and the terms appli- 
cable as well as price levels. Aid levels and terms are unpredictable. 

The aggregates of debt service and exports are heavily weighted by 
the figures for the larger countries. Sixteen countries account for al- 
most three-fourths of the debt,2© but debt service has increased for 
most LDCs as a ratio to their exchange receipts. Some of the heavily 
indebted countries, e.g., Korea and Brazil, have greatly increased 
exports (and imports). Other debtors, India and Pakistan, have shown 
only moderate increases. 

For the LDCs as a whole, excepting the oil and mineral exporters, 
there seems little prospect that they will attain a position of current 
account surplus, a necessary condition for net repayment of debt. For 
most, as their debt service increases, their problems will become more 
acute. 

Export potential is not the only factor in ability to service debt. The 
debtor country may not generate or mobilize internal savings in suffi- 
cient amount to pay the local currency equivalent of debt service 
through voluntary savings or taxation. Investment financed through 
foreign loans may not be productive of net revenue, either in local 
currency or exchange. Inflation is a factor not only in discouraging 

25. Calculation of growth rates at compound interest formulae depends on the years selected, 
so that similar data can yield different rates. The IBRD, Annual Report, 1971, p. 50, reports a 14 
percent compound rate between 1956 and 1969 and a rate of 9 percent in the 1960s. It recognizes 


that the earlier data were less adequate. 
26. Ibid., pp. 50, 64. 
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internal savings, but in the investment of external capital as well as the 
misdirection of production. Overvalued exchange rates are a further 
factor. Political events are often important, e.g., coups d’état affect 
revenue collection, induce a flight of capital, disrupt trade, and are 
likely to induce new waves of inflation. The East Pakistan situation 
(1971) will adversely affect both Pakistan and India. Political consid- 
erations may direct resources to military purposes or to conspicuous 
public consumption, e.g., presidential palaces, ornate public buildings 
or to ill-advised and improperly planned highways and other labor 
intensive works in election years (where they are important) or as 
means of alleviating chronic underemployment. When these elements 
are combined with heavy debt service, they may precipitate crises. 


THE DEBT SERVICE RATIO 


Current Ratios 


The percent ratio of payments of interest and amortization in a 
given year and the country’s receipts from exports of goods and ser- 
vices, has, in the last 20 years or so, become a convenient measure of 
debt burdens, and a factor in determining lending policies. Table 16 
shows the debt service ratios for all countries whose ratios exceeded 8 
percent in any of the years 1965 to 1969. (Ratios are not given fora few 
countries, notably the U.A.R., whose data are regarded as confi- 
dential.) It is significant that there have been multilateral or bilateral 
refundings of the debt of most of the countries with ratios over 10 
percent. The important exceptions are Mexico, Israel, Iran, Korea and 
Colombia, which have high ratios but have been able to handle their 
debt problem satisfactorily.27 Minor reschedulings have occurred in 
other cases of countries with high ratios, e.g., Afghanistan, Costa 
Rica, and Ethiopia. Per contra, there have been refunding arrange- 
ments in some countries, e.g., Liberia and the Philippines, which have 
relatively low ratios. Pakistan is currently servicing only part of its 
debt. In sum, the 10 percent ratio should not be regarded as a critical 
ratio,?8 though it does point to problems. 

The significance of the debt service ratio has sometimes been ques- 
tioned. Certainly, it does not tell the whole story. As computed by the 


27. Cf. chapter 4. ; 
28. The data used are not always precise, and IBRD computations for various countries made 
at different times have changed as better data have become available. 
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Table 16. Debt Service Ratios, 1965—69, Selected Countries.“ 


1965 1966 1967 1968 1969 


Chad? Nears 29) 5, 7919) 
Ethiopia 4.9 7.6 9.5 92 10.6 
Gabon’? 510! 584 45:8" SASOle eee 
Ghana 18.8 6.5 Gin W253 99 
Guinea” Md. Nias Dea. 8.9 nia. 
Liberia 8.6 6.0 6.0 6.8 6.4 
Malagasy R. na, 3.8 Se Onl 5.8 
Mali LS) ese lO aa sSieeo see 
Morocco 4.7 6.8 6.6 Wee 8.5 
Sierra Leone 6.1 7.6 8.7 6.1 7.0 
Sudan Dai 6.5 5.4 vA 9.3 
Tunisia TA 42> S200) 2274204 
Uganda‘ n.a. 4.4 55 8.4 9.7 
UpperiVoltaz sy 3:4 03.7) 4s Soon 
Turkey 2S ATG 1457 soe Ger 
Yugoslavia‘ LAO Ss 1271S Oma arG 
Iran® 8.6 7.6 7.8 10.5 13.8 
Israel PN OMS) WAS Gg? IG.) 
Syria nia. n.a. 6.8 eS 8.8 
Korea Def 3.6 5.6 Tes lee4! 
Afghanistan fe) 38) WG YS AXO0) 
India 16:5) 1928 2256) 2013 2210 
Indonesia 11.0 9.1 7.0 9.1 5.9 
Pakistan TO 229 GSS 4 ee 
Argentina AV PBS) A WY 233.9) 
Brazil’ jee, sue, ole, PANS) NG) 
Chile WS) WA ee GO IS. 
Colombia AA Gs) 42 ON 22a ellen 
Costa Rica OS 220 eo AAT ORS 
Dominican R. 19.3 12.6 WD 7.8 8.7 
Ecuador 6.3 6.4 6.3 8.3 10.4 
Guatemala 5.0 5 9.8 8.5 8.7 
Mexico YN Pl DMS) PAIL ef! 
Nicaragua 4.3 5:3 6.1 Cr eee 
Paraguay 6.6 Ae ASS 
Peru 6.8 OF lOL6 2220 Ses 
Uruguay (Sig/ PES) POEs) GAP il fehess 


Source: IBRD. 

a. Debt service payments on external public and publicly-guaranteed debt as percent ratio of 
export of goods and services. Payments on short-term (under one year) debts are excluded. Coun- 
tries listed are all for which data are available whose ratio in any year was more than 8 percent. 

b. Exports of goods only. Ratios would be lower if data on invisibles were available. 

c. Includes one-third of the debt service of the East African Community. 

d. Excludes debt service on nonguaranteed debt of the “‘social sector” contracted after March 
31, 1966. 

e. Iran ratio based on oil exports. 

f. Includes some debt service on nonguaranteed debt. 
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World Bank, the numerator is the service of public and publicly guar- 
anteed debt. The balance of payments of the debtor nation must 
provide the wherewithal to service private debt as well. In countries 
with a predominantly private economy, private debts are large pro- 
portions of the total, e.g., in Argentina, Brazil, Colombia and the 
Philippines. If private debt service were included, the ratios would be, 
say, from a fourth to a third higher. Many of these private obligations 
have been covered by exchange assurances, though not guarantees. In 
Yugoslavia, the ratio does not include the debts of nonguaranteed 
enterprises, though they are not exactly private. There can bea shifting 
between public and private accounts, particularly in the case of sup- 
plier credits. In many cases the amount of private debt is not known to 
the authorities, and its service may appear in IMF balance of pay- 
ments tables as part of errors and omissions. 

The ratio expressed in terms of goods and service receipts is more 
useful than one in terms of exports only for countries with appreciable 
income from tourism (Mexico), shipping receipts (Greece) or earnings 
of workers abroad (Turkey). The measure will be less reliable if the 
debtor receives relatively larger amounts of unrequited transfers, gifts 
and grants, remittances or reparations. Even export figures may not be 
adequate when a country receives only part of the proceeds of the 
earnings of concessions. 

The simple debt service ratio measures two significant variables for 
a given year. As a liquidity ratio, it measures vulnerability of the 
debtor country to decreases in export earnings, or to variations in the 
net inflow of capital. With a low ratio, a moderate contraction of im- 
ports may be sufficient to enable the debtor to maintain its credit. 
There are limitations to belt-tightening, or as the Ghanaian Prime 
Minister quoted a local proverb, “the debtor still must eat.”29 With 
a high ratio, it is more difficult to pay debt by contracting imports 
needed to maintain production and consumption standards. Under 
adverse circumstances, the debtor may default (old style) or request 
refunding (new style). 

Whether a ratio of 5, 10 or 20 percent is prudent from the point of 
view of either debtor or creditor is debatable. It has been said that the 
IBRD at one time regarded a 10 percent ratio of public debt service as 
a criterion of credit-worthiness and the Ex-Im, 15—20 percent of debt 
service on private and public debt.3° Obviously, other factors must be 


29. New York Times, Jan. 30, 1970, p. 50. ; 
30. O.A.S., Financing of Economic Development in Latin America, (Pan American Union, 
1958) pp. 125, 135. 
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taken into consideration. Neither institution has, as far as known, 
officially stated a crucial ratio, and certainly in recent years they have, 
and the IDB as well, made loans to countries with considerably higher 
ratios, e.g., Argentina, Brazil, Mexico, India and Pakistan, to mention 
only the larger countries. The bank staffs, however, generally show the 
debt service ratio as a significant factor in appraising loans. 

Before their defaults on bonds in the 1931—33 period, the Latin 
American countries on the average had debt service ratios between 1 1 
and 13 percent in 19293! and these ratios increased sharply during the 
depression years with the drop in exports. The variation among coun- 
tries was considerable. At the extreme in 1932, Chile’s contractual debt 
service was 102.6 percent of its exports. At the time of their depression 
defaults on bond issues, the debt service ratios of individual Latin- 
American countries ranged between 16.3 and 28.4 percent.32 While 
1930-33 data on bond defaults may not be quite appropriate today, it 
has been noted that most of the countries whose debts have been 
refunded in recent years have had ratios above 10 percent. 

The debt ratio for a single year can be misleading as an indicator of 
future debt troubles. A drop in exports in a given year for whatever 
reason will raise the ratio for that year, only to fall in the following year 
if exports increase. The ratio may be high, exports constant, because a 
maturing debt, say, a bond issue, has been paid off in that year even 
though sinking funds had been built up in prior years. (This possibility 
is not important for most countries.) Countries with medium-term 
debts to banks may have a continuing high ratio, even though as one 
note is paid off, a new one ts given. As long as credit is good (e.g., 
Mexico) they may renew without a net payment of principal. A reg- 
ularly increasing ratio, especially with increased exchange earnings, 
may indicate trouble ahead. 

The IBRD has been concerned with the rapid rise in debt service in 
comparison with the exchange earnings of the LDCs,+3 and has com- 
puted the debt service ratios. The general trend has been upward, and 
most of the instances of decreased ratios result from the reduction in 
payments accorded in refundings. Averages and aggregates are heavily 
weighted by the larger debtor countries. The ratios have increased also 
for smaller countries whose debt in the aggregate is small, but whose 

31. By two different methods of estimation (U.N., External Financing in Latin America, 1965, 
pp. 28, 201); Dragoslav Avramovic, Debt Servicing Capacity and Post War Growth in Interna- 
tional Indebtedness (Baltimore : Johns Hopkins Press, 1958) p. 194. 


32. R. F. Mikesell, U.S. Private and Government Investment Abroad, p. 383. 
33. Cf. IBRD, Annual Report, 1965-66, pp. 33-37; 1968, pp. 3538; 1970, pp. 49-53. 
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exchange earnings are also small, e.g., African countries (not oil pro- 
ducers). 

To use the current debt service ratio as an indicator of future debt 
troubles implicitly assumes that the present conditions will continue. 
This needs qualification. Countries with a high proportion of medium- 
term debt will have higher ratios than countries with longer-term debt. 
If maturing debts have been paid in a given year, the ratio will fall 
later. If they are banking debts, they may be rolled over with no change 
in the numerator of the ratio. On the other hand, a country may havea 
low ratio at present, but the ratio will rise in coming years as grace 
periods run out. The DAC has recently used an adjusted average debt 
service ratio to try to deal with this factor. Neither form of the ratio 
takes account of indebtedness to be incurred in the future. 

The denominator will also change. Korea has increased exports 
from $175 million in 1965 to an annual rate of $968 million at the end 
of 1970. In the same period, Israel moved from $430 million to $811 
million. Large percent increases were shown by some other heavily 
indebted non-oil producers such as Brazil. It is doubtful that these 
rapid increases in exports will continue indefinitely. To make a fore- 
cast of the future problems of countries, some hazardous assumptions 
must be made. 

Another construction noted below tries to forecast by making a 
range of assumptions on exports and the rate at which debt will be 
incurred. 


Adjusted Average Debt Service Ratio 


The 1969 and 1970 DAC reviews of development assistance have 
introduced a variation on the simple debt service ratio by taking into 
account the total debt service due over the next 15 years. The “adjusted 
1 to 15 years average debt service ratio” (1970) divides the mean of 15 
years contractual service (less monetary reserves in excess of two 
months’ imports) by exchange receipts on goods and services account 
for the latest year.34 By including service over a longer period than a 
single year, it takes account of the situation of countries whose ratios 
now may be low because of grace periods, but whose service costs will 
mount in the future as grace runs out. The ratios so computed are gen- 
erally higher than current ratios for countries which have received 
larger amounts of concessional aid at long term, and the ratios are 

34. DAC, Development Assistance, 1970, pp. 154—S6. 
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lower for countries which have borrowed at shorter term from insti- 
tutions, banks and suppliers. The computation includes only debt now 
on the books. 

The DAC report plots these ratios against per capita GNP figures, 
without stressing the doubtful character of these figures when used as 
more than a very rough yardstick.+>5 With some appropriate caveats, 
the Review concludes that countries with low ratios and higher per 
capita GNP “do not raise serious problems,” and conversely, low in- 
come and high debt ratio countries face difficulties and should seek aid 
on lenient terms. As an argument for giving aid on easy terms to poor 
countries (DAC’s raison d’étre), this construction is relevant. 

It is more doubtful as a predictive measure of debt difficulties. Most 
of the countries with an adjusted debt ratio of about 10 percent or 
more have had their debts refunded multilaterally or bilaterally 
(except Mexico and Korea) or are currently in trouble (e.g., Pakistan) 
whether they are relatively rich (Argentina, Chile) or poor (India, 
Indonesia). On the other hand, some countries with lower adjusted 
ratios (Uruguay, Yugoslavia, Liberia and the Philippines) have also 
had to refund, largely because of the shorter-term character of their 
debt. The DAC adjusted average ratio is less satisfactory than the sim- 
ple ratio for such countries. It may indicate a problem in the future for 
countries such as Korea, whose simple ratio (7.5) for 1968 is not high, 
but has been increasing to 12.4 in 1969. 


The Frank Projection 


An econometric study by Frank and Cline3° concluded on the basis 
of past experience that three variables had significant predictive value: 
the simple debt service ratio, the amortization/debt ratio, and less 
importantly, the imports/reserve ratio. Reserves of the LDCs gener- 
ally are sufficient to cover only a few months imports and those with 
relatively larger reserves (e.g., Libya) are often not heavily indebted. 
Reserves, however, may be crucial ifa country is regularly rolling over 
relatively short-term debt. The amortization/debt ratio for one year 
or the related average maturity of debt will be reflected in the num- 


35. Among the qualifications to these figures may be mentioned the calculation of GNP in 
countries where a large part of the economy is nonmarket, conversion into dollars at official 
exchange rates in inflationary situations, and projections of population on the basis of dubious 
initial data. DAC annual reviews use these data to measure growth of the LDCs, e.g., 1970, 
pp. 90-92. The justification may be that there are no better figures. 

36. Charles R. Frank, Jr. and William R. Cline, “Debt Servicing and Foreign Assistance: 
An Analysis of Problems and Prospects in Less Developed Countries,” A/D Discussion Paper, 
no. 19 (June 1969). 
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erator of the simple debt service ratio, so that they are not, however, 
independent variables. 

Debt service ratios are computed on currently outstanding debt and 
current exchange receipts. In practice, both parts of the fraction will 
change over time as new debt is incurred and exports increase (or 
decrease). The problem for the future is the relative rates of change. To 
forecast statistically it is necessary to make assumptions about the rate 
of new borrowing and the terms of the debt and the rate of increase in 
exports. Frank has made such projections on alternative assumptions, 
that exports increase at compound rates of 4 or 8 percent and that debt 
increases either by constant gross amounts at present terms or at in- 
creasing amounts to provide constant net aid (gross aid less amorti- 
zation). He concludes that one group of countries (India, Indonesia, 
Pakistan and Tunisia—what may be regarded as “hard-core” aid 
recipients) are likely to have debt troubles for most of the next 25 
years. A second group, the larger Latin American countries plus Is- 
rael, Korea and Turkey, are likely to be in trouble a good part of the 
time, but Bolivia, Iran and Nigeria are likely to avoid debt crises. 37 
He concludes, however, that his results may be optimistic. Terms of 
aid have been hardening; new aid may not in fact be net; countries 
must also service private debt not included in the ratios of official debt. 

The Frank and DAC studies shed additional light on the debt pro- 
blem of less-developed countries, particularly in directing attention to 
prospective problems in some countries which have not had debt 
crises. Mexico has been able to roll over its debt quite successfully. 
Other countries, e.g., Tunisia, Colombia have been aided in ways that 
have avoided sharp crises, but may find things more difficult if pro- 
gram aid is not forthcoming in the amounts needed. Projection of ex- 
change receipts and rates of increase on the basis of the recent past 
may prove over-optimistic, if the industrial countries generally, not 
merely the United States, bring their inflations under control. On the 
other side, exchange adjustments have been helpful in the Argentine 
and Brazil and could benefit other heavily indebted countries. Politi- 
cal factors are important, but scarcely predictable. 


DEBT BURDEN, PRICE LEVELS AND EXCHANGE SYSTEMS 


For more than two centuries it has been recognized that rising prices 


37. Charles R. Frank, Jr., Debt and Terms of Aid (Washington: Overseas Development Coun- 
cil, 1970) pp. 34-37. 
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favor the debtor by enabling him to pay debt with money of less real 
value in commodity terms. As Adam Smith put it, ‘““when the coin is 
debased, a debt of twenty shillings is then paid with ten.”’38 In simple 
algebraic terms the real value of a dollar paid in 2011 in amortization 
ofan AID loan made this year would be worth 45 percent of the dollar 
loaned, if inflation continues at 2 percent per annum compounded. If 
inflation is at 3 percent, as in France and the United States since 1964, 
the real value of the dollar repaid in the 10th year would be 74 percent 
and in the 40th year 31 percent of present purchasing power. At 4 per- 
cent inflation as in the U.K. since 1964 the corresponding amounts 
would be 68 and 21 percent respectively. Algebra and B.L.S. and sim- 
ilar index numbers apply directly when the obligor and the creditor use 
the same currency. International debt payments involve two or more 
currencies, rates of inflation and the balances of payments of debtor 
and creditor countries. 

It may well be argued that the rate of inflation in the creditor coun- 
tries is likely to be such as materially to reduce the burden of repay- 
ment so that the argument of the preceding sections may be overstated. 
That is, while debt service will increase at some compound rate, the 
compounding will be offset by the diminishing value of the money 
required for interest and amortization. The debtors surely gained rela- 
tively in repayment in currencies of creditor countries which were in- 
flated in the two world wars and their aftermath. On the other hand, 
the burden of debt increased greatly during the depression of the 1930s 
and wasa significant factor in the general defaults in international debt 
at that time. Under present conditions with debt service increasing at a 
compound rate in the neighborhood of 10 percent, the rate of inflation 
in the creditor countries is not likely to be that high. There may be 
some offsetting, but not enough to give much consolation to the 
heavily indebted. 

Relative exchange rates of debtor and creditor currencies may be 
taken as a first approximation. Balance of payments effects are more 
involved. While the dollars paid in 1970 under the Anglo-American 
Financial Agreement had a purchasing power of about half of the dol- 

38. Lectures on Justice, Police, Revenue and Arms (1763), ed. Edwin Cannan (Oxford: Clar- 
endon Press, 1896), p. 188. The Wealth of Nations, bk. 1V, chap. III, gives various examples. The 
same argument was advanced by some of the French financial writers in the preceding fifty years. 
As a practical device in a period of paper inflation, the colony of Massachusetts in 1747 estab- 
lished a crude tabular standard for the payment of debt. See Irving Fisher, The Making of Index 
Numbers, (Boston: Houghton Mifflin, 1927), p. 458. In fact price index numbers owe their origin 


largely to proposals for tabular standards as a device for equity in long-term debt and rent con- 
tracts. 
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lars loaned in 1945, the British budget had to provide 68 percent more 
in sterling to make the payment. (The 1971 payment was somewhat 
less costly.) If the creditor currency is devalued with the debtor curren- 
cy unchanged, debt repayment, in money terms at least, is easier. An 
Australian could pay a debt of £1000 with A$2143 in 1968 as opposed 
to A$2500 before the 1967 devaluation. New Zealand debtors gained 
no currency advantage since their dollar followed sterling. (The 
balance of payments effects in these two countries would require spe- 
cial study.) Conversely with the revaluations of the Deutsche Mark, 
debts denominated in that currency became more burdensome in 
terms of debtor currencies, e.g., some of the loans by the IBRD and 
IDB. No doubt in some of the debtor countries with rates pegged to 
the dollar (or sterling) the increased cost was partly offset by rising 
prices at home so that the payments in local currency represented 
lower real costs. 

Devaluation of the debtor currency, with no changes in creditor 
pars, requires the debtors to provide more in local currency from 
earnings or budgets to meet their payments. The situation of the indi- 
vidual, say, private, debtor will be different than that of the govern- 
ment or central bank. For the individual debtor the effect will depend 
on domestic prices and earnings. For the government the question is 
partly a budgetary problem and partly a balance of payments pro- 
blem. 

The rate of inflation has probably been generally higher in the 
debtor countries in recent years than in the industrial countries, par- 
ticularly those with the heaviest debts. 39 Fixed rates of exchange have 
in many (or most) instances lagged behind price levels. Floating rates 
have also tended to lag behind inflation, though there is probably no 
theoretical way of establishing what rate would reflect purchasing 
power. 40 

To service international debt the local currency equivalent must 
first be realized by the debtor. An exception would be the debt of a 

39. A satisfactory statistical comparison is difficult. The principal indices that can be com- 
pared are of consumer prices computed in various ways. These indices may not be adequate to 
measure local costs of living and may not be representative of commodity prices. They may have 
only a limited relation to the value of exports. In the industrial countries consumer prices have 
generally increased more than wholesale prices. 

40. Floating rates are controlled by central bank intervention, so that they become adminis- 
tratively controlled rates. Central authorities tend to be optimistic about the future course of the 
balance of payments and so intervene to check the rise in the rates of foreign currencies until 
their reserves run low. The theoretical issues in the purchasing power parity theory are passed 
over here. The internal purchasing power of a currency (which is important for the private 


debtor’s situation) may not be related to the prices of exports in a direct way, and at a minimum, 
the balance of payments includes invisibles. 
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concessionaire, which may be permitted to service its debt from re- 
tained exchange earnings. In some multiple currency systems expor- 
ters may havea similar privilege. 

Inflation is generally advantageous to the private borrower, obvi- 
ously when he borrows on the domestic market and interest rates are 
not high enough to compensate for the price rise, but often also when 
he borrows abroad. In Chile, for example, real interest rates have been 
negative for decades. Even the present discount rate of 20 percent in 
Chile and Brazil may not be enough to restrain profitable private bor- 
rowing. When the private firm borrows abroad on export credit terms, 
for example, the interest rate is low. As prices go up, sales proceeds 
increase faster than the cost of sales. If the exchange rate is fixed, 
amortization and interest cost can be met easily from profits. If the 
exchange rate floats, with a lag behind prices, the borrower has to pay 
more in local currency for his foreign exchange requirements, but he 
still has an exchange advantage (at the expense of the central bank) 
as well as an interest advantage. Various devices can be used to reduce 
or eliminate these advantages, such as the imposition of higher rates 
on dollars for debt payment than for imports, or exchange trading in 
dual markets. (In Chile recently, the dollar cost more than twice as 
much for invisible than for trade transactions.) Of course, adminis- 
trative action can restrict private borrowing abroad. 

The governmental or public utility borrower may not have these 
advantages. Utility rates generally lag behind the inflation of the gen- 
eral price level, so that costs may go up more than receipts. Public 
revenues also tend to lag. Taxes may be specific; customs duties, even 
if ad valorem, will lag since the unit price of imports will not rise as fast 
as domestic prices (e.g. Chile, Portugal, Philippines, Korea, but the 
contrary in Venezuela); taxes on personal and corporate income are 
based on a prior accounting period. Hence the budgetary deficit is 
likely to increase so that borrowing from the central bank increases 
and feeds the inflation. When the government buys exchange at a fav- 
orable rate the rise in prices may not be fully reflected in the local cur- 
rency cost of servicing foreign debt, at the expense of the exchange 
authorities. 

Foreign debt, public and private, must be serviced through the bal- 
ance of payments of the debtor country. Inflation is likely to increase 
payments deficits though not necessarily in proportion. Some coun- 
tries export a limited range of products, whose prices may be deter- 
mined on international markets. Local costs may have little effect on 


SOME GENERAL CONSIDERATIONS 73 


these prices which depend on demand in the industrial countries and 
the production of the same commodities in other areas, e.g., copper, 
cacao, coffee. Inflation in one producing country may reduce its pro- 
duction and export of a particular commodity, and so worsen the 
balance of payments. But a fall in world market prices may also in- 
crease the deficit without regard to local inflation. The more diversified 
the production and exports of a given country the closer is the relation 
between its internal prices and its exports. 

On the import side inflation increases the demand for foreign goods. 
Rising nominal incomes are spent in part for imported goods. The 
effect is probably most pronounced in countries which import a high 
proportion of their consumption goods, and demand increases 
particularly for the goods consumed by those who benefit from the 
inflation. 

In general, then, it appears that the governmental debtor under 
inflationary conditions faces both internal and external difficulties in 
servicing its debt. It may not be able to raise revenues in the requisite 
amount and its balance of payments is likely to deteriorate. The bud- 
getary problem can exist without regard to inflation. The level of 
savings in the less developed countries is low. Voluntary savings can- 
not readily be tapped for noninflationary public financing of develop- 
ment and debt service. Involuntary saving through taxation is ham- 
pered by tax structures and policy.4! Inflation exacerbates these diffi- 
culties. The balance of payments deficits may be financed by addi- 
tional borrowing, as they have been, but debt service increases until the 
lenders calla halt. 

The preceding discussion has been in terms of a single developing 
country. Most of the argument applies as well to the industrial coun- 
tries—need it be said— though they have greater flexibility in fiscal and 
monetary policy, which they may be reluctant to employ. In recent 
years there has been inflation in both creditor and debtor countries, 
with consequent disruption of their balances of payments. The sharp 
increase in prices in the industrial countries from 1967 to 1971, and 
also in the developing countries, led to a rapid increase in the value of 
exports by the latter group, whether petroleum producers or not. 
Imports increased as well. The deficits of the non-petroleum devel- 
oping countries continued. The situation of individual countries 

41. IBRD, Annual Report, 1970, pp. 53-55, has a brief discussion. 


42. Cf. pp. 57-60 above. Export prices for LDCs increased more rapidly than import prices. 
The composite index numbers may be regarded as statistical approximations. 
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varied with the commodity composition of their exports, the amount 
of aid received, and inflation. 

If inflation is arrested in the industrial countries or reduced to a 
moderate rate of one or two percent for a period of years, without ser- 
ious curtailment of output, the volume of exports of the LDCs is 
likely to increase. The consequences for the value of exports are less 
sure. Equilibrium in the United States balance of payments will re- 
quire the reduction of imports, though the drop is likely to affect U.S. 
imports from the industrial countries more than from developing 
countries. Other countries will have smaller dollar receipts and so may 
reduce their imports from LDCs. The complex interaction on the 
balances of payments of the world are scarcely predictable. 

The short-lived period of floating exchange rates has been fol- 
lowed by agreement on a new set of “‘central rates” and the allowance 
of wider margins. Some of the LDCs will maintain existing relations 
with the dollar, some with sterling. The currency cost of debt service 
will not change for the former group for their dollar debt. The cur- 
rency cost of service in DM will increase. Most of the existing debt is 
denominated in dollars. The effects of the dollar devaluation and re- 
valuation of other currencies on the balances of payments of the 
debtors will not be clear for several years. The immediate future of 
world payments is even less predictable than it was when the world 
economy was so heavily financed by a steady net outflow of dollars. 
Some individual debtors may find that they will be in a better situation 
to service their debt, others will be worse off. 

The one safely predictable consequence of inflation in the creditor 
countries, particularly the United States, is that what they receive in 
payment of amortization of existing debt will have less real value than 
what was originally lent. While the debtors can pay in depreciated 
money, there is no assurance that payment will be easier. The course of 
commodity prices in international trade and the balance of payments 
consequences are too uncertain. If inflation persists even at a low com- 
pound rate, however, the cost of additional borrowing will increase. 
Many of the debtors are repetitive borrowers. As prices increase in the 
creditor countries they will have to borrow larger amounts to obtain a 
given quantum of development goods or commodities used for con- 
sumption. Debt will increase at a faster rate or development programs 
will be curtailed. A price factor will be added to the compounding of 
debt service costs. 

The reverse problems which would arise if prices fell seriously in the 
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creditor countries will not be elaborated here. Falling prices do not 
seem likely short of a world-wide depression, and governments will 
not wittingly adopt measures that would result in sharp drops of em- 
ployment and production. 


SUMMARY 


To reduce debt a country must pay a larger amount in amortization 
of old debt than it borrows currently. It can do this by achieving a sur- 
plus of its export and other exchange receipts over its imports, current 
debt service, and other invisible payments, or using its exchange re- 
serves, which generally, however, are not large enough to reduce debt 
as well as cover financing requirements for current account purposes. 
The amount of net debt repayment in recent years has been insignifi- 
cant. A few countries have reduced their debt in some years, but bor- 
rowed more in following years. Some others have held their external 
debt fairly constant in principal amount and have covered interest 
costs from current receipts. Most have regularly increased their bor- 
rowings at rates which have exceeded payment of debt service. 

Debt service has been increasing at a compound rate of about 10 
percent per annum, a rate higher than the growth of export and invi- 
sible receipts for most countries except the oil producers. Their debt 
service ratios have risen accordingly. Debt service ratios have de- 
creased for some countries because their exports have expanded rapid- 
ly; in some, concessional-term loans have replaced harder-term loans; 
in others, a reduced ratio has resulted from formal refundings. ** 

As net indebtedness increases, debt service becomes larger in pro- 
portion to new borrowings and may eventually reach the point at 
which new loans provide no net resources unless the amount of new 
borrowing increases at some compound rate larger than debt service. 
This process can continue as long as the creditor countries are willing 
to lend (or grant), particularly in ways which facilitate debt pay- 
ment.** The creditors in this way help pay off debts to themselves, 
their nationals and others. If the amount of new resources decreases, 
the difficulties of the debtors, whose economies have become depen- 
dent on foreign assistance, are likely to become more acute. 

Recent experience does not indicate that the countries which are 


43. Cf. Table 15 and Table 16. 
44. Cf. chapter 3. 
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heavily indebted, relative to the size of their economies, are likely to 
attain the balance of payments surpluses which would enable them to 
stop the spiral of debt and debt service. The oil producers have had 
substantial surpluses, but they are generally not heavily indebted. Iran 
and Venezuela have, however, increased their debt. For the non-oil 
countries exports have increased by almost 7 percent compounded 
over the last decade in current prices and at a rate of 5.5 percent at 
deflated prices.*” The countries producing metallic minerals and some 
with textile and other manufactures (e.g. Hong Kong, Korea, Taiwan) 
have fared better than most. Some of the heavily indebted (e.g. India, 
Pakistan, Colombia) have had less than average export growth 
rates.*° 

To some degree the inflation of the creditor currencies may alleviate 
the burden of debt, but will increase the rate of debt accumulation, 
unless the transfer of real resources is to be curtailed. Moreover, in- 
flation in the debtor countries worsens their balance of payments 
situation, and generally impedes the mobilization of savings to pay 
debt service in local currency, neglecting the transfer problem. The 
longer-run balance of payments consequences of the monetary ad- 
justments of 1971—72 are not yet apparent. 

It seems to follow then, that for the immediate future, say, 10 years, 
there will have to be adjustment of the debt obligations of some coun- 
tries additional to those which have already had refundings, unless the 
creditors continue, as they have, the process of indirect refunding. 


45. See above, p. 59. 
46. Cf. IMF, Annual Report, 1970, p. 106. 


3. METHODS OF DEBT REFUNDING 


Debt relief has been provided by the creditors in a variety of direct 
and indirect ways. There is no generally agreed terminology, and spe- 
cific arrangements have often involved the use of several devices as 
described below. “Refunding” is probably the broadest term and may 
be used for several of the direct relief methods. In the original IBRD- 
DAC terminology under the Expanded Reporting System (1967-68) 
three types of debt refunding were specified: consolidation, resched- 
uling, and refinancing; this terminology has been embodied in the 
Treasury regulation governing the reporting by U.S. agencies. ' These 
methods of refunding are conceptually clear, but it is sometimes diffi- 
cult to classify a particular transaction, as when a government refunds 
private credits that it has previously guaranteed or when an arrange- 
ment is made which includes several types of refunding in one “‘pack- 
age.” In the “club” arrangements discussed below, different methods 
have been used by the creditor countries to satisfy the requirements of 
a given situation. It has been proposed to extend the definition of 
“refinancing” to include the various types of relief treated here as 
“direct refunding,” but this does not appear to be an improvement in 
terminology and has not been accepted. 


DIRECT REFUNDING METHODS 


Particular Rescheduling 


In some cases, especially in the case of foreign private obligors, debt 
payments have been postponed by amendment of the terms of indi- 
vidual loan contracts. This may take the form of rewriting a loan 
originally made, say at 10 years, into a modified agreement with amor- 
tization over, say 15 years, or extending the grace period on principal 
for an additional term and extending the final maturity. There is, 
therefore, no cancellation of principal, generally no change in interest 
rates, but merely a reduction of the principal payments in the course of 
a year or number of years. In the case of private loans this may be 
practically necessary in that the original loan contract provided for a 
definite schedule of repayment through a series of notes, but delays in 
the construction or other factors make it practically impossible for the 
obligor to repay according to the original schedule. In the extreme 


1. U.S. Treasury, “Department Circular No. 1080” (March 5, 1968); Fiscal Requirements 
Manual, pt. 2. chap. 4500. 
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case there have been a few instances in which the Ex-Im had notes 
falling due before there were any actual disbursements under the loan. 
On appropriate occasions the Ex-Im has extended maturities or 
lengthened grace periods on loans primarily for conditions affecting 
particular projects. * 

The best known case of Ex-Im rescheduling because of the economic 
situation of the borrowing country is Haiti. The Ex-Im loaned $5 mil- 
lion for an agricultural development project (SHADA) in 1941, with 
interest at 4 percent and repayment over 10 years, including a 5-year 
grace period. In 1941 there was the first loan for the Artibonite project. 
The original $4 million was increased in a succession of steps to $27 
million by 1955. Original terms were 4 percent and 18 years including 3 
years of grace. Payments to the Bank under these credits have been 
spasmodic. The SHADA credit was refunded in 1950, 1952, 1958, and 
1962 with a reduction of interest rate and waiver of interest for periods 
of years. In the Artibonite case, the interest rate was reduced and pay- 
ments rescheduled, including a waiver of interest for some years, to a 
final maturity in 1990.3 In 1965 these credits were again readjusted. 

Dollar repayable loans by AID (or administered by it as successor 
agency) have been rescheduled in relatively few instances since prin- 
cipal payments will generally start falling due about 1970. The old 
DLF loans as well as Cooley loans are repayable in local currencies 
and so ignored here. 

Loans to Turkey go back to 1948, but there have been only small 
dollar principal payments to date. Principal due from 1956 to 1967 on 
the earliest loans was deferred to June 30, 1968. but there have been 
further postponements. The Indian wheat loan of 1954 has had prin- 
cipal installments deferred three times—the last time as part of the 
1969 consolidation—so that the payments due from 1958 to 1967 have 
been deferred to successive years beginning in 2002. Payments on the 
1952 wheat loan to Pakistan due from 1958 to 1967 were deferred to 
years after 2012. Accruing interest has been “‘capitalized” on loans to 
governments in Ghana, Tunisia, Brazil, Guinea and Indonesia.* 

The deferment of payments at the option of the debtor, sometimes 


2. Of Ex-Im loans outstanding March 31, 1969, $480.7 million or 9.5 percent of the total of 
$5,053.9 million “was attributable to loans which at one time or another have been rescheduled 
or refunded.” The figure includes both rescheduling and consolidations, but does not include 
past transactions which have been fully paid off (House Subcommittee on Appropriations, 
“Foreign Assistance and Related Agencies Appropriations for 1970,” pt. 1, p. 33). 

3. Ex-Im, Report, June 30, 1965, p. 15. 

4. That is, as interest payments fall due they are accounted for as paid and the amount is 
added to the principal of the loan. 
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referred to as a “bisque clause,” in the loan under the revised Anglo- 
American agreement and the parallel Canadian loan agreement, is a 
built-in rescheduling mechanism.> A similar clause is included in the 
1970 consolidation for Indonesia. 

Somewhat similar is the provision in the IBRD Articles (IV, 4.(c) ) 
permitting it to reschedule or to accept the borrowing member’s cur- 
rency for service payments for a period up to 3 years, subject to appro- 
priate repurchase. This latter provision has not been applied in any 
case. Some of the loan agreements made under the European Re- 
covery Program contained similar provisions for acceptance of bor- 
rower currencies by agreement or at the borrower’s option and also 
permitted rescheduling by agreement. 

The IBRD has rescheduled loans in only a few cases. In the case of 
India the IBRD postponed for 10 years the equivalent ot $30 million of 
principal payment in Indian fiscal years ending March 31, 1968 and 
1969.° This was part of the general debt relief exercise of the Indian 
consortium. 

In a number of minor instances, largely related to changes in the 
project, the World Bank has revised loan terms with a repayments 
schedule appropriate to the revised project. 

The 1951 loan of $5 million to Paraguay for agricultural devel- 
opment was to be amortized in 6 semiannuals, since expenditure was 
to be largely for agricultural implements and supplies. In 1954 the 
World Bank approved a Paraguayan request to change the project to 
financing imports of road construction and river improvement equip- 
ment, and in 1958 extended the final maturity to 1964 on the basis of 14 
semiannuals beginning in 1958. Difficulties with coal mining projects 
in Chile (earthquakes, strikes, market overestimation, increased costs) 
financed by two Bank loans in 1957 ($21.8 million) resulted in a merger 
of the companies (Lota-Schwager), a revision of the loan project, the 
postponement of some of the principal repayments, and the extension 
of the repayment schedule by three years and a reduction of payments 
in the earlier years. In fact, one of the loans had repayments falling due 
before the work was completed. The financial difficulties of the Peru- 
vian Railways resulted in the World Bank’s cancellation of the undis- 


5. This appears to be the only instance of this arrangement before 1970. In this connection 
the following story told in the Treasury may be of interest. When the staff was explaining to the 
late Secretary Humphrey the statistical and other difficulties in deciding whether the U.K. was 
entitled to the waiver of payment under the original agreement, he said, “Why not simplify the 
business and give them a couple of ‘bisques.’ ’’ The staff members looked confused, so the Sec- 
retary explained the sports usage of the term. 

6. Annual Report, 1969, p. 27. 
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bursed portion of the loan and its application to the first installment of 
principal. Ex-Im, a parallel lender, also extended the maturity of its 
loan by a year. 

To the present the IDB has not had occasion to reschedule debts. ’ 

While there is no reduction of principal in loan reschedulings, this 
does not mean that it involves no cost to the lender if the loan has pre- 
viously been disbursed. The lending institution is generally financed by 
borrowing so that it continues to pay interest and amortization on its 
borrowings, while the expected return of principal is not forthcoming, 
so that if it is to continue its lending program, it must borrow addition- 
ally. A payment postponed for 5 years at 6 percent discount has a pre- 
sent value of 75 percent and for 10 years 56 percent, and at 10 percent, 
62 and 39 percent respectively, the difference being the equivalent of a 
grant to the debtor. To the debtor the amount postponed in any one 
year frees exchange for other purposes. Simple rescheduling has the 
advantage to both debtor and creditor of being inconspicuous and 
specific instances can often be traced only by a comparison of loan 
statements at successive dates, or footnotes to balance sheets. Re- 
scheduling may require the rewriting of numerous loan agreements 
when relief is general. 


Refinancing Credits 


In the IBRD-OECD nomenclature, the term “refinancing credits” 
applies to loans whereby an official agency “takes over” credits pre- 
viously extended by private creditors. The intent of the definition is 
clear enough—the replacement of private claims by obligations to a 
public institution. The devices used by various countries differ, and in 
fact, many of the “‘consolidations” (see below, next section) have been 
partly “refinancing.” 

In the instances of the general ‘‘consolidations” in Turkey, Argen- 
tina, Brazil and Chile, the European credits involved were mostly 
trade credits or suppliers’ credits to the government or private busi- 
nesses in the debtor country, which had previously been guaranteed or 
insured by a governmental institution, in the creditor or debtor coun- 
try or both. Under the multilateral arrangements (detailed below) the 
central banks of the debtor countries assumed the obligation of paying 
off the loans, under the revised shcedule, to the central banks of the 


creditors. The precise mechanisms used to pay off the creditors appar- 
7. There have been two defaults, Lutcher in Brazil and Vialsa in Argentina, which are in 
litigation. The IDB has had partial recoveries on these loans. 
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Table 17. Export-Import Bank Refinancing Credits (Millions of Dollars). 





Country & Auth’d Outstanding 
obligor Date Description amount June 30, 1971 
Argentina 
Consortium of 1951 Refinance purchase 
commercial banks of equipment 125.0 = 
Brazil 
Banco do Brasil 1961 Refinance U.S. 
purchases 168.0 102.4 
Banco do Brasil 1961 Refinance U.S. 
purchases 484.3 114.4 
Chile 
Central bank 1961 Refinance U.S. 
purchases 15.0 — 
Government 1963 Refinance U.S. 
purchases 15.0 3.0 
Colombia 
Central bank 1957 Refinance U.S. 
purchases 60.0 
Central bank 1958 Exchange credit 78.0 
Venezuela 
Government 1960 Finance dollar 
obligation 75.0 -— 


ently varied somewhat among the countries. 

The Ex-Im has over the last 20 years made loans to ‘‘bail out” 
American private creditors (banks or exporters) of Latin American 
countries or their nationals, in most instances after arrearages had 
reached considerable amounts. Table 17 is illustrative rather than 
complete. In these cases the Ex-Im extended a dollar line of credit to 
the government or central bank of the country, which drew dollars to 
pay off arrearages or to make payments on the private credits as they 
fell due. Ex-Im had no direct relation with the individual creditors, 
though it received evidences of payment to them. By the central bank 
becoming the obligor on a new loan generally covering principal and 
accrued interest on the old obligations, payment is stretched out for an 
additional period of years, often at lower interest rates than the older 
credits. 

The refinancing credit may in practice differ little from general 
balance of payments assistance except that it provides new finance for 
past exports, while balance of payments or program credits provide 
financing for future imports by the borrower. Funds are freed for 
current imports. In some of the refinancing credits, both old and new 
imports were covered as payments came due. In several instances not 
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listed in the table— Argentina, Brazil, Mexico ($90 million, 1961, 1963, 
1965, 1966) and Uruguay—the Ex-Im authorized refinancing credits 
which were not drawn upon, presumably because the debtor obtained 
other financing. 

The refinancing credit constitutes a budgetary cost to the Ex-Im, 
and, since the exports refinanced were accounted for in earlier bal- 
ances of payments, it is analagous to a portfolio loan offset in the 
balance of payments, however, by the payment to the private credi- 
tors. The refinancing credit can be of great help to the debtor country 
generally by spreading relatively short-term payments over a longer 
period so as to reduce strain on its balance of payments and reopening 
normal channels of financing of its import requirements. Refinancing, 
of course, may also apply to medium-term supplier credits. Refinan- 
cing may be almost a necessary condition to stabilization and ex- 
change reform measures, as discussed below with regard to particular 
countries. 


Consolidation Credits 


A consolidation credit in the OEC-IBRD terminology is a resched- 
uling of maturities, funding of arrears or of future payments, as they 
fall due, of principal or interest on loans previously made by the same 
public creditor or group of creditors.* Generally, the refunding ap- 
plies to a number of outstanding credits to which the revised terms 
apply, hence “‘consolidation.” The consolidation may involve the can- 
cellation of outstanding credits and the substitution of a new credit 
instrument with a new schedule of interest and maturity. The consoli- 
dation, however, may be partial, 1.e., only part of the maturing prin- 
cipal and/or interest (see Argentina and Chile below, chapter 4) is 
rescheduled and the remainder continues to be paid under the original 
terms. In such cases the old credit instruments remain in effect and 
accruing payments are funded in a new credit. The consolidation may 
be bilateral or multilateral (Hague Club, Paris Club, OECD and 
IBRD consortia and consultative groups). The current trend is in the 
form of multilateral consolidation of part of the debt with the retention 
of the original credits but with changes in the terms. (As noted, “‘refi- 
nancing” and “‘consolidation” arrangements may be intermixed.) 

Probably the best known case of a straight consolidation is the re- 
funding of World War I debts by the United States. During World 
War I the allied European countries, and some others, contracted 


8. There can be private consolidation credits as well, but they are not considered here. 


METHODS OF DEBT REFUNDING 83 


debts to the Treasury for munitions and other supplies needed. Some 
of these transactions were made under the express authority of the 
the Second Liberty Bond Act, as amended, which authorized the 
Treasury to lend to foreign governments at the same rate at which it 
was borrowing from the public. Consequently, the debts contracted 
were of varying maturities and rates of interest. After the war the 
United States established a Debt Refunding Commission, of which 
the Secretary of the Treasury was chairman, which was authorized to 
renegotiate the outstanding debts, subject however to the approval of 
Congress. While the terms of the refundings varied—the complaint 
has often been made that those who negotiated first got the worst 
terms—new agreements were made which cancelled the earlier obli- 
gations. In the refunding the consolidated debts generally had a longer 
term and a lower rate of interest than the original obligations so as to 
make payment easier. There was no cancellation of principal. On the 
basis of “present values” of the original obligations and the refunding 
obligations, the total debt was cut approximately in half, though the 
terms varied with countries. These are the credits which have for the 
most part been in default since the Hoover moratorium of 1931. 

The Export-Import Bank has consolidated payments on a number 
of its own loans. Its procedure currently is to establish a line of credit 
on its books to the central bank of the debtor country and as payments 
fall due in the agreed percentage, it charges the line of credit with the 
amount falling due and credits the old loans by that amount. The old 
credits continue on the books as before. The Ex-Im generally carries 
these consolidation credits on its books as “‘defer transfers.” In several 
instances, as in Brazil, the Bank has consolidated debt due at the same 
time that it has refinanced the obligations of American private credi- 
tors. Under the current Ex-Im consolidation procedure there is no 
charge to the lending authority of the Bank since it has not obligated 
any new money, and there is no direct budgetary outlay to the Ex-Im 
or the government. The terms vary somewhat. The Ex-Im arrange- 
ments in the case of Chile, for example, provide that if a private debtor 
meets his obligations from funds not obtained through Chilean ex- 
change authorities, the Ex-Im pays dollars to a bank account of the 
Chilean central bank for the amount paid over and above the 70 per- 
cent of principal covered by the agreement. Table 18 shows some of 
these consolidation credits as they have appeared on the Ex-Im books 
in recent years. 

In some of the earlier operations of the Ex-Im older credits were 


84 THE REFUNDING OF INTERNATIONAL DEBT 


Table 18. Export-Import Bank Consolidation Credits (Millions of Dollars). 


Date of Scheduled Original Outstanding 
consolidation final paymt. amount June 30, 1971 
Argentina 1963 1970 72.0 0.0 
1965(M)* 1972 15.4 4.6 
Brazil 1961(M) 1979 79.6 49.9 
1963 1966 19.4 0.0 
1964(M) 1972 66.2 12.7 
1964 1967 6.6 0.0 
Chile 1965(M) 1974 40.0 18.1 
Costa Rica 1962 1972 2.6 0.5 
1965 1972 2:5 0.5 
Indonesia 1967(M) 1979 30.6 Ref.” 
1968(M) 1976 14.0 Ref. 
1969(M) 1977 12.8 Ref. 
1971(M) 2000 96.9 95.1 
Liberia 1963(M) 1978 [62 919 
1969 1976 4.6 4.6 
Yugoslavia 1965 1971 a) 0.0 


a. (M) indicates consolidation as part of multilateral arrangement. 
b. “Ref.” In 1971 the outstanding amounts of these consolidation credits were refunded along 
with accruals on other credits in the new consolidation arrangement. 


extinguished and accounted for as paid while an entirely new credit 
covering refunded principal and/or interest payments was put on the 
books. This was done in 1961 in the case of Brazil and additional bal- 
ance of payments assistance was provided through a new credit. These 
credits were, however, subsequently reconsolidated. 

The retention of the old obligations has certain advantages over the 
cancellation of the old obligations and the establishment of a new 
credit. For example, if the underlying loans involved mortgages or 
limited the declaration of dividends in the case of a private borrower 
or special conditions such as prepayment determined by earnings, 
they are retained, while if the old obligations were cancelled by the new 
credit, many of these conditions could not be made part of the new 
obligations. When principal payments only are consolidated the ori- 
ginal interest rates continue in effect. When a government or central 
bank becomes the obligor on the refunding obligation, it generally col- 
lects interest and amortization in local currency from the original pri- 
vate or public agency obligors and services the consolidation debt in 
foreign exchange. 
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Multilateral Consolidations 


Most of the recent consolidations have been multilateral since the 
number of creditors has increased in recent years, and the immediate 
debt problem has been related largely to the hump in the repayment 
schedule for a period of years, generally resulting from a large propor- 
tion of relatively short-term debt, whether suppliers credits, financial 
credits or other obligations, superimposed on longer term obligations. 
The recent situation differs from the earlier period, say before 1955, 
when there was one predominant creditor country for a single debtor. 

Multilateral consolidations have taken two main forms, consolida- 
tion through a creditors’ club (e.g. The Hague and Paris Club arrange- 
ments for Argentina, Brazil and Chile) or in the framework of aid 
consortia or consultative groups. While the procedures differ some- 
what in these two classes, there are certain common characteristics. 
The club participants agree on refunding of debt on substantially the 
same terms, so that the debtor may not pay off some creditors before 
the others. In the club arrangements generally there has been an agreed 
percentage to be consolidated, while in the consortium arrangements 
the consolidation of debt has been related to the aid pledges of the 
donor countries. The European countries have generally favored mul- 
tilateral club-type consolidation since the governments or central 
banks were acting on behalf of their agencies guaranteeing exporter 
credits 

For the debtor, multilateral consolidation is generally advanta- 
geous in that a proportion of all of the obligations of the agreed type is 
postponed promptly and generally on similar terms of “consolidation 
interest’ and maturities of the consolidated debt. If the debtor has to 
negotiate with the creditors individually, time is lost and the crisis may 
deepen. The creditors may insist upon different terms, the postpone- 
ment of debt payments may involve retention of the original interest 
rates or, in some cases, as in the Peruvian arrangement of 1968, pay- 
ment of higher interest rates, as the result of market conditions, on the 
refunded obligations than on the original. In individual negotiations 
the creditor and the debtor may be faced with the alternative of com- 
plete default, which neither side favors. When all of the creditors have 
to make a common arrangement, they are more likely to be liberal in 
their terms. It may be noted here that no two of the consolidations 
have been identical since the circumstances and the composition of the 
debt of the countries involved have varied. Individual cases are dis- 
cussed in chapter 4 under country headings. 
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Multilateral consolidations occur when a country has been in ar- 
rears on its payments (Turkey) or has accumulated large debit bal- 
ances under various bilateral arrangements (Argentina and Brazil) or 
has a large amount of debt due in a short period. The debtor usually 
asks for a joint meeting with the creditors at which it proposes a list of 
debts which it wishes to have refunded. Usually these requests have 
covered obligations with maturities over one year having large princi- 
pal payments accruing in the current or immediately following years. 
The arrangement has, therefore, applied most commonly to various 
exporter and medium-term credits extended by the European coun- 
tries and, to some extent, Ex-Im credits. Consolidation arrangements 
have generally not applied— India and Indonesia are the exceptions— 
to long-term obligations such as AID loans, international agency 
credits or other bilateral loans which have long grace periods or long 
maturities. Short-term credits, usually for current imports with a 
maturity of less than one year, have generally not been included in the 
multilateral refundings except where arrears of short-term debts have 
been refunded at longer term. Moreover, consolidation arrangements 
have generally not covered credits extended to private entities without 
government guarantee in the debtor country or without insurance or 
guarantees in the creditor country. To these purely private credits the 
principle of caveat creditor has been applied with a few exceptions, 
and to the extent that they have been refunded it has been by special 
arrangement outside the club or consortium arrangements. 

In the general consolidation? procedure the representatives of the 
creditors generally agree among themselves on the terms to be offered 
or accepted in the settlement. One of the principal problems is the 
agreement on the inclusion or exclusion of certain classes of debt since 
this will determine how much of the burden falls on the respective 
creditor countries. In fact, one of the principal problems has been to 
determine the amount and terms of the debt under consideration. (One 
of the values of the Expanded Reporting System of the IBRD-DAC 
may be to shorten the period of negotiation of future debt refundings.) 

Under the procedure for the club arrangements there is usually an 
‘agreed minute” setting forth in general terms the type of obligation 
to be refunded, the proportion of debt payments to be deferred and 
the period of deferment. There may also be agreement on the interest 
to be charged, if any, on the payments deferred, (consolidation inter- 


9. For a brief discussion of the procedures see OECD, Development Assistance Efforts and 
Policies, 1967 Review, pp. 84-86. 
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est). The arrangement may involve some compounding of interest, 
but at least at a lower rate. The agreed minute may also take account of 
the undertakings by the debtor governments on its financial policy, 
generally as part of IMF standby arrangements and drawings. In 
several instances the Fund has acted as a central source to which the 
debtor supplies information on its program, as well as its payments or 
agreements to pay with the respective creditors. Arrangements with 
each creditor ona general MEN principle have had to vary in detail. In 
some cases the creditor is a government agency such as the Ex-Im, 
while in other instances the government has been acting for public or 
private agencies which have guaranteed individual private suppliers or 
other lenders, and so has to make special arrangements. 

In the multilateral consolidations where the debtor government has 
not been itself the obligor or guarantor of the refunded obligations, the 
central bank with the guarantee of the government becomes the obli- 
gor on the consolidation credit and makes payments to the creditors 
through the creditors’ central banks. The central bank of the creditor 
in turn pays its government or the credit insurance agency which has 
previously paid off its assureds. These arrangements necessarily vary 
from country to country. In Germany the payments to the individual 
creditors are made by Hermes, but the international guarantee opera- 
tions are at the risk of the government, which receives the guarantee 
fees as they are collected and makes payments through Hermes to the 
individual exporter. In the case of France COFACE has used its re- 
serves to pay off the creditors, but has also apparently been given 
government allocations to reimburse it in the case of some of the con- 
solidations. In Italy special arrangements have had to be made with 
the various quasi-public entities which have been involved in guaran- 
teeing credits. In the case of Ex-Im when it has been party to multi- 
lateral arrangements, the debtor central bank usually pays to Ex-Im 
directly. In the case of Turkey, however, where the settlement affected 
numerous private American creditors, the amount of reimbursement 
under the consolidation was screened by the Department of Com- 
merce while payments were made by the Central Bank of Turkey to 
the New York Federal Reserve, which paid the creditors. 

In the consortium arrangements the debt problem has been one 
aspect of the aid program to a given country. The aid consortium 
originated in 1958 when India faced a severe balance of payments 
crisis, resulting largely from inflation, an increase in imports, a decline 
in exports, and a loss of reserves over several years. The United States 
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had been supplying aid to India on concessional terms, including 
loans repayable in local currency, P.L. 480 sales for local currency, 
and grants, while some other countries had been assisting the Indian 
Development Program with loans on harder terms, including supplier 
credits. The IBRD had also made large loans to India on its usual 
terms. Without additional aid on relatively easy terms the Indian 
development program would have had to be drastically curtailed. 

The IBRD called a meeting of the interested countries to secure the 
needed aid. Since then under IBRD chairmanship the consortium has 
met annually with each country pledging, in the U.S. case usually 
subject to appropriation of aid funds, a specific amount toward the 
planned deficit in the balance of payments resulting from the develop- 
ment program. The effort in the consortium has generally been to 
obtain softer terms for aid to be provided, and the two refundings of 
Indian debt in 1968 and 1969 were agreed in part, at least, as alterna- 
tives to further lending on concessional terms, which would have as- 
sisted India in maintaining normal service on its debts. In the consor- 
tium debt refunding, however, the percentage of outstanding debt 
refunded varied with the donors and the terms were adjusted to the 
particular circumstances. ! 0 

The relative success of the Indian consortium in getting aid at better 
terms has resulted in the formation of a similar consortium for Paki- 
stan under IBRD chairmanship. The OECD heads the consortium 
for Turkey. It is difficult, however, for countries to give firm “pledges” 
of aid. AID generally has not had its funds appropriated at the time of 
the meeting. There are budgetary problems in other donor countries 
and difficulties in specifying the amount of loans which may be made 
by private or quasi-public agencies. In the “consultative groups” for 
Colombia, East Africa, Korea, Tunisia, relative magnitudes of aid to 
be forthcoming are indicated without a formal pledge. Less formal aid 
coordinating arrangements are used for Ceylon, Ghana, Guyana and 
Indonesia, countries to which various donors have been giving aid and 
which also have significant debt problems. In the case of Ghana, the 
IMF took the lead and secured a debt adjustment and further aid, in 
relation to a Fund standby which assisted the stabilization effort. 


INDIRECT REFUNDING 


Formal refunding as described has occurred in a limited number of 


10. See below, chapter 4, section on India. 
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countries, detailed below in chapter 4. In other countries debt has 
been paid off by incurring new indebtedness, either in the market or at 
concessional aid terms. If a country is regarded as “‘credit worthy” by 
the lenders, this rolling over of debt may go on almost indefinitely, or 
at least until the creditors become worried. Short-term bank credits 
are commonly renewed, and if bank A for whatever reason does not 
renew its credit, bank B often will increase its line. Medium-term bank 
credits are often similarly treated, though a renewal of exporter credits 
is more difficult. New security issues and some other inflows of capital 
are alternatives. Rolling over credits in these ways has been the prac- 
tice of some of the developed debtors such as Canada and Japan, and 
among the less developed, Mexico. In these countries a good part of 
the debt is private. 

The more closely new borrowing or aid approaches untied cash, the 
more readily it can facilitate payments on past debt. Ifa country issues 
general obligation bonds, the underwriters give it cash in convertible 
currencies which can be used to make debt payments, pay for imports, 
or finance projects. Security issues in the American or the Euro- 
market have, for a few countries, enabled them to meet their obliga- 
tions, though this device is barred for most countries because of their 
past debt history or present situation. They may, however, get cash 
from banks and occasionally other sources. For the most part, the 
countries have depended on loans from governments, institutions and 
suppliers, which are tied to use for an agreed purpose (project or pro- 
gram), often in procurement. The greater the restrictions on use 
required by the creditor, the less easily can the new loans in practice 
free other resources for debt payment. As the extreme case, if a loan is 
made for the purchase of a particular piece of equipment from a given 
firm, there are no additional resources made available for debt service 
unless the borrower would otherwise have paid for the equipment out 
of its current exchange earnings. 

For a very large number of developing countries, as their indebted- 
ness and debt service have increased, the forms which aid has taken 
have facilitated payments on previously incurred debt by financing 
part of their balance of payments deficits. 

While economic assistance in any form, grant or loan, project or 
balance of payments financing, adds to the resources available to the 
recipient and, unless wasted, to its productive capacity in the long run, 
it is the contention here that some forms more readily facilitate the 
_ servicing of debt than others. These are (1) direct balance of payments 
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financing, by whatever name used in formal or accounting descrip- 
tions,!! (2) the financing of costs in the recipient’s currency through 
foreign exchange provision, and, of course, (3) drawings of foreign 
currencies from the IMF to meet balance of payments deficits, in part 
occasioned by heavy debt service over a short span of years. 


Balance of Payments or Program Loans 


The imports of a country that is a regular aid recipient, assuming no 
change in reserves, equal its exports of goods and services, plus aid or 
loan disbursements minus debt service and other invisibles. To the 
extent that foreign sources finance a portion of “normal” import re- 
quirements, earned exchange is freed to service debt. It could, of 
course, hold down its imports of non-aidor loan financed goods to the 
amount of its current earnings minus debt service and net invisibles. 
With debt service increasing at a faster rate than exports, as is the case 
with most of the debtors, its import program from its own resources 
would steadily decrease. On the other hand its import requirements 
would generally increase over time with the expansion of population 
and GNP. The gap would tend to widen unless part of its import re- 
quirements for food, materials, supplies and capital goods were fi- 
nanced by borrowing. 

If, however, foreign assistance, under consortium arrangements or 
otherwise, is intended to meet a payments deficit of a planned or 
agreed amount, assistance would have to increase as debt payments 
rise, since the deficit would result in part from these payments. To the 
extent that assistance finances imports which the recipient could not 
readily curtail without impairment of its consumption standards, its 
earnings can be freed to service debt. In practice the relationship may 
not be precise, or even expressed. Development programs are flexible 
in conception as well as performance; import requirements are esti- 
mated in part in the light of expectations of what is likely to be received 
—somewhat overestimated, perhaps, to allow for the almost inevita- 
ble shortfall. The broader the list of commodities that can be financed 
under the program (small negative list or large positive list) the greater 


11. For the present purpose loans called by various names, whether balance of payments, 
program loans, import program loans, etc., have been put in one category, essentially nonproject 
finance. In practice, it is difficult to distinguish some of these transactions in the accounts of the 
lending agnecies since the terminology varies with the vagaries of legislation, executive boards, 
accountants and loan officers, i.e., substantially similar transactions may be carried on the books 
of a given agency under different names at the same time, or the same transaction may appear 
under different names at different times. 
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is the fungibility between normal imports and goods needed for 
development. 

Perhaps the closest to an official recognition of the relation between 
program lending and debt service is the following quotation from the 
testimony of the then AID Administrator to the Senate Foreign Rela- 
tions Committee: 


Now, when these reschedulings have been made the result is, of course, of 
part of the future balance-of-payments picture of that country, and it is 
against that future balance-of-payments picture, among other things, that 
we will be considering with the country how much assistance might be needed 
and of what kind, and in that sense certainly there is a relationship between 
the obligations not only to American private creditors but also the Export- 
Import Bank, for example, as to what the AID program in a country will 
be. !2 


A somewhat more direct connection was made in the findings of the 
1971 Consultative Group for the Philippines. The debt problem in 
that country is largely a matter of medium-term bank credits, ! 3 which 
had been stretched over additional time. The Group said in part: “‘It 
was also recognized that while the Phillipines had the capacity to 
service this debt, it would do so only by foregoing opportunities for 
growth. The Group was therefore of the view that there was need for 
quick disbursing aid and the Philippines merited assistance from capi- 
tal exporting countries and international institutions on as liberal 
terms as practicable.” !4 In short, by providing balance of payments 
loans on easy terms the governments could help the Philippines in 
paying off the obligations to the banks. 

In contrast, the relatively large project loan, when limited to foreign 
exchange costs, does not give the borrower any leeway in dealing with 
its debt. The power plant, say, will constitute an additional import, but 
will not substitute for other imports unless it is provided on a “‘turn- 
key” basis, in which foreign exchange will pay some local currency 
costs. The distinction between project and program loans will be 
questioned by some students of economic development for various 
reasons, including the difficulty of definition and the fungibility of 
resources. 

There are many arguments advanced in favor of program (or the 

12. David E. Bell in Senate Committee on Foreign Relations, Hearings, “Foreign Assistance, 
1965,” p. 598. The creditors may also include the IBRD, and foreign public and private lenders. 

13. Cf. chapter 4, Philippines section. 


14. IBRD, press release, April 23, 1971, “Meeting of the Consultative Group for the Philip- 
pines.” 
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related sector) loans which have considerable cogency. General bal- 
ance of payments assistance is almost indispensable when a country 
undertakes a stabilization and exchange reform; a country may reach 
a stage in its development when it needs additional infrastructure and 
capital projects less than it does supplies and materials needed to keep 
existing plant in effective operation. !5 Program loans are readily and 
cheaply administered ; they constitute “quick disbursable aid,” and so 
may help in meeting aid targets of one percent of GNP, and they give 
greater leverage to the donor country in influencing the policies of the 
recipient. !© It is not denied here that balance of payments assistance 
is desirable under certain circumstances, merely that it facilitates re- 
funding of debt more readily than more restricted types of lending. It is 
perhaps significant that as debt service has become more onerous, 
program lending has had more advocates, including the Pearson Com- 
mission, presidents of the World Bank, and students of economic 
development. 


AID non-project loans. Whatever the economic or political theoretic 
argument may be, the fact remains that the bulk of AID (and prede- 
cessor agencies) program loans from development loan funds, i.e., 
excluding supporting assistance, has been made to countries which 
have had their debts refunded one or more times in the last 10 years. 
Program assistance from 1949 to June 30, 1970 aggregated $5,640. 1 
million out of a total of $10,952.9 million of loans authorized. India, 
Turkey, Indonesia, Ghana, Argentina, Brazil and Chile (refunded 
countries) accounted for $3,739.9 million or 66.3 percent of the total. 
Pakistan, Ceylon, Colombia and Korea, whose debt service is heavy 
but which have not had refunding, received $1,548.5 million or 27.5 
percent. In FY 1970, program assistance, excluding supporting assis- 
tance (to Southeast Asia, Congo and Nigeria), amounted to $499 
million, of which the first group of countries received $235 million 
(47 percent) and the second group $183 million (36.7 percent). !7 Some 
of the countries listed are relatively advanced developing countries 
which have built up their economies with the aid of past project loans 
at conventional terms or supplier credits, which are in part responsible 
for their debt difficulties. They are also countries which use program 


15. Cf. Pearson Report for a strong statement of the general argument (pp. 177-79) and its 
application to India particularly (p. 301). 

16. Jacob J. Kaplan, The Challenge of Foreign Aid (New Y ork: Praeger, 1967), p. 293. 

17. AID, Operations Report, June 30, 1970, pp. 31, 43-56. The totals are heavily weighted by 
the program loans to India, Pakistan, Brazil, Colombia and Turkey. (Data are ona commitment 
basis.) 
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assistance for needed supplies and materials which they cannot well 
afford from their exchange earnings. 


Agricultural surplus, (P.L. 480).18 From the standpoint of the 
recipients P.L. 480 transactions are a form of balance of payments 
assistance tied to the import of specific agricultural commodities, 
which the United States supplies on concessional terms. The principal 
aid recipients, some of which have the most serious debt problems, are 
also the largest recipients of P.L. 480 assistance in the form of sales 
for local currencies or long-term dollar-repayable loans on easy terms. 
(CCC credit transactions, on the other hand, are analagous to exporter 
credits. ) 

Sales for local currencies from 1954 to end of fiscal 1970 (agreements 
signed basis at market value for the commodities) have aggregated 
$10.4 billion, of which $9.5 billion was for country use. India received 
$3.5 billion for country use, Pakistan $1.2 billion: Turkey, U.A.R., 
Brazil, Korea were other larger recipients among the LDCs. The 
countries mentioned above as having debts rescheduled received 
$4,447.8 million, 46.6 percent of the total; the second group $1,851.1 
million or 19.4 percent.!9 In the transition to long-term credit sales 
for dollars the proportion of these countries has been 44.8 and 13.4 
percent respectively,29 though this lower proportion is affected by 
continued provision of P.L. 480 to India on local currency sales terms 
for about half of its requirements in FY 1969, and for more than a 
third in FY 1970. 

It may well be argued that P.L. 480 assistance is additional to nor- 
mal import requirements and so cannot provide indirect debt relief, 
since agreements are “to safeguard usual marketings of the United 
States” and are not “unduly” to disrupt “normal patterns of commer- 
cial trade.” 2! These statutory requirements, however, admit of con- 
siderable flexibility in their application to particular countries. The 
food needs of the aid recipients have been increasing (population), so 
that additional “food for peace” or “food for freedom” may readily 
be additional to the usual imports in earlier periods. 


18. The Agricultural Trade Development and Assistance Act of 1954. (Public Law 83-480) 
has been amended many times. 

19. These calculations are on the “‘country use” basis, since the portion for U.S. uses may be 
currently or subsequently used for the purpose of the government, which would otherwise have 
to expend dollars. Private trade and special donations and grants are here ignored. 

20. $1,014 million and $305 million respectively of a total of $2,263 million (AID, U.S. Over- 
seas Loans and Grants July 1, 1945—June 30, 1970, 1971). 

21. Sec. 103 of P.L. 480, as amended. 
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IBRD-IDA,. The IBRD has concentrated on projects since the re- 
construction period, but it has made program and general develop- 
ment loans of $637.7 million of which $223.8 million have been to 
countries of Asia, the Middle East and Africa, with the balance going 
to developed countries in Europe and Australia. IDA, however, has 
provided $680 million in program credits (out of total credits of 
$3,340.4 million)—to India, $605 million, and to Pakistan, $50 million 
for industrial import programs. 22 


Ex-Im balance of payments credits. The Export-Import Bank has at 
various times given balance of payments loans, often in conjunction 
with stabilization programs of the recipient country. Prior to the es- 
tablishment of the IMF these credits were extended on a bilateral 
basis, generally after discussion between the United States and the 
country concerned. More recently such loans have been extended 
generally to supplement resources made available by the IMF, particu- 
larly when drawings under the quota would not have been adequate 
to sustain the stabilization effort. In the “package deals” there have 
been agreed Fund drawings, Ex-Im credits, AID credits, and Treasury 
exchange agreements. As shown in Table 19, these credits have been 
either completely or largely paid off. 


Local Currency Expenditures 


Loans of foreign exchange to finance expenditures in the recipient’s 
currency may also assist indirectly in meeting the burden of previously 
incurred debt. A loan made to support the budget of the borrowing 
government is equivalent to straight balance of payments assistance, 
or could even directly provide exchange to service debt. The borrower 
may use the exchange for imports by selling it to the central bank 
which covers some foreign payments for imports, indirectly freeing 
earned exchange for debt, or it may directly pay its debt from the loan 
proceeds. There have been relatively few direct budgetary support 
loans made by AID, (e.g.. Argentina, 1963; Dominican Republic, 
1962; Ecuador. 1961. 1962, 1966; Guatemala, 1960; Panama, 1960, 
1967). They are too frankly political and run counter to the principal 
of tying aid to assure exports, and do not appear to have been closely 
related in most instances to external debt problems, though they may 
have assisted in meeting short-term obligations. Conversely, balance 


22. Annual Report, 1970, pp. 110-11; 1971, pp. 108-09. Recent reports classify as program 
loans, some loans which in prior years have been included under other headings, e.g., industry. 
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Table 19. Export-Import Bank; Selected Balance of Payments Loans* (Mil- 
lions of Dollars ). 


Original 
amount Outstanding 
Purpose? authorized June 30, 1971 
Argentina 

1948 Essential imports (f) 24.8 0.0 
Brazil 

1939 U.S. agric. & industrial products 19.2 0.0 

1961 Finance U.S. purchases (in part) 454.2 114.4 
Chile 

1939 Industrial products & machinery 15.8 0.0 

1941 Agric. & industrial prods. 4.2 0.0 

1949 Purchase of equipment 25.0 0.0 

1957 Capital goods 12.5 0.0 

1958 Capital goods (f) 15.0 0.0 

1959 Capital goods (f) 25.0 0.0 
Colombia 

1940 US. agric. & industrial products 10.0 0.0 

1961 Finance U.S. goods & serv. (f) 44.9 0.0 
Honduras - 

1942 Materials & equipment 2.7 0.0 
Peru Finance essential imports (f) 40.0 0.0 
China 5 

1938 U:S. agric. & indus. prods. a 0 0.0 

1940 Raw materials & equipment ae 0.0 

1940 U.S. agric. & indus. prods. 25.0 0.0 

1940 US. agric. & indus. prods. 30.0 0.0 
India 

1958 Capital equipment for development prog. 150.0 37S 

1960 Appropriate to purpose (f) 50.0 22.5 

1962 Subject to approval (f) 25.0 11.5 

1964 Various for private & public (f) 25.0 15.6 

1968 Finance of capital equipment (f) 20.0 19.2 
Indonesia‘ 

1950 Various allotments 100.0 Ref. 
Greece 

1946 U.S. products & serv. 25.0 D9) 
Yugoslavia 

1946 Materials & equipment 55.0 0.0 

1961 Various allotments 50.0 23.6 


a. Loans marked (f) were made in conjunction with or approximately at the same time as IMF 
standby or drawing arrangements. 

b. The purposes as listed here were those originally stated (see Foreign Credits, Dec. 31, 1970). 
In 1971 most of the outstanding credits were rephrased as “Multiproject Assistance.” 

c. The outstanding balance of the credit to Indonesia was consolidated in 1971. 
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of payments support may help meeting budgetary deficits since the 
government or central bank sells exchange, or in practice draws a- 
gainst letters of credit, to importers who pay in local currency, which 
may be used to finance current budgetary deficits or to fund develop- 
ment projects—what is sometimes referred to as “generating local 
currency.” 

More importantly, project loans for local currency expenditures, 
wholly or in good part, provide exchange, some of which can be used 
to service debt. Examples would be loans for agricultural develop- 
ment, land reform, rural credit and other items not involving imports 
to a great extent, housing developments, education, irrigation, and 
water supplies and sewerage. Many of these projects require some 
foreign exchange, but largely local labor and materials. In terms of 
development these credits may finance work which is more important 
in the long-run than “‘monuments.” A given sum may have a higher 
marginal utility in education or agriculture than it would have in in- 
cremental power facilities or establishment of high-cost industrial 
enterprises. Programs of this sort, however, are not likely to be self- 
liquidating in foreign exchange, while incurring foreign debt adds to 
the payments problem of the recipient. Accordingly, they have been 
funded in large part by highly concessional loans. IDA credits have 
been committed largely for program loans and purposes requiring 
large local currency costs, some $1.8 billion of a total of $3.3 billion 
(to June 30, 1971), including $680 million in general development and 
program loans. The IDB has used the Fund for Special Operations 
and the Social Progress Trust Fund mainly for water and sewerage 
systems, agriculture, education and housing. U.S. bilateral support 
for projects of this sort comes from AID project loans, and more 
recently through loans for development programs including educa- 
tional, agricultural and similar projects. An amount of exports equi- 
valent to the local currency expenditure may be assured by special 
letters of credit for imports by the recipient which draws against them 
as local costs are disbursed. If these imports were always “additional” 
to normal imports they would not help in dealing with debt, but addi- 
tionality cannot in practice be assured and the policy has now been 
abandoned. 23 

Even project credits with international competitive bidding may 
provide significant local currency financing if the successful bidders 


23. Specifically for Latin America and by implication elsewhere, cf. President Nixon’s foreign 
affairs report, “United States Foreign Policy for the 1970's; A New Strategy for Peace,” Weekly 
Compilation of Presidential Documents (Feb. 18, 1970), 6, no. 8: 209, 225. 
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are in the borrowing country. Local firms may be the low bidders 
because of cost factors or location, or other conditions. IBRD loans 
to Japan and Yugoslavia have had successful local bidders, so that the 
loans of dollars and other currencies financed local expenditures, 
though there were some imports. It may be noted in passing that both 
countries have had heavy external debt mainly to creditors other than 
the IBRD. A device which is important in the industrially more ad- 
vanced developing countries, Argentina, Brazil, Colombia, India, 
which can produce some of the equipment or materials needed for 
projects financed by the IBRD, is the allowance of a differential of an 
agreed percent to local bidders, to compensate for tariffs.24 A local 
supplier or contractor may receive the award if his bid does not exceed 
by the agreed percentage, usually, 15 percent, the lowest bid of the 
foreign suppliers. If this percentage does not exceed the applicable 
tariffs on the imported goods, the cost to the borrower is no higher, 
but the IBRD finances local expenditures. This differential rule was 
useful in dealing with the Brazilian debt problem in 1965, when the 
IBRD did not modify the terms of its outstanding loans when the 
other creditors consolidated. Instead it granted new loans to Brazil 
under which a good portion financed local currency procurement. 25 


Development Finance Companies 


Loans to development banks or finance companies in the devel- 
oping countries, whether private, public, or mixed, serve somewhat 
the same purposes as balance of payments loans, though they are 
smaller in amount than program loans and are less directly related to 
the over-all needs of the recipient economy. Typically these companies 
make loans to local private firms for expansion of their operations, 
either by providing foreign exchange for their requirements of im- 
ported equipment or by lending local currencies for purchase of locally 
available materials or working capital. They can be most important in 
the development of the economy since they finance requirements of 
the private sector, while project loans go mostly to infrastructure, 
which is either publicly owned, or so affected with a public interest, 
that governments will guarantee loans or request them from the 
lenders. For the present purpose the significance of external loans to 
development banks lies in the provision of foreign exchange by the 
IBRD, the Ex-Im, and to a lesser extent, the IDB and the ADB, for 


24. IBRD, Policies and Operations, The World Bank, IDA and IFC (1971), p. 37. 
25. See below. chapter 4, Brazil. 
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purposes which would otherwise have to be financed through official 
exchange, which might be more difficult to get in competition with 
public requirements if it were not specifically earmarked. Generally 
the loans are shorter term than loans to governments, and substitute 
in part for supplier credits. The IBRD has committed $1,292 millions 
to such companies, 8 percent of its cumulative loan commitments to 
June 30, 1971. Companies in India and Pakistan were the largest bor- 
rowers. In the Asian Development Bank $105 million of total loans 
authorized of $341 million from ordinary capital resources was to 
development finance corporations (December 31, 1970). The Ex-Im 
has outstanding $86.2 million (June 30, 1971) to such corporations in 
developing countries. The IDB (to end of 1970) had loaned from its 
three windows $377.6 million for relending in industry and $445.2 
million for relending in agriculture to various development finance 
institutions. These amounts, however, included considerable portions 
in the borrowing country’s currency, which could not be used to fi- 
nance imports. 


International Monetary Fund 


The Fund has had an influence on member policies in connection 
with their stabilization efforts and debt adjustments far out of pro- 
portion to the amount of balance of payments assistance supplied, 
because drawings have been conditional upon undertakings by the 
member on appropriate policies, and secondly, because it could supply 
exchange that could be used without strings, once the drawing or 
standby is agreed. Moreover, its regular consultation with the mem- 
bers, and particularly discussions before and after drawings, have 
given it the strategic advantage of information, consultation and 
follow-up procedures. 

IMF drawings are made to assist in meeting current balance of 
payments deficits for the members within the limits set by their quotas. 
Current transactions are defined by the Articles of Agreement (XIX 
(i)) to include: *‘(1) All payments due in connection with foreign trade, 
other current business, including services, and normal short-term 
banking and credit facilities ; (2) Payments due as interest on loans and 
as net income from other investments; (3) Payments of moderate 
amount for amortization of loans or for depreciation of direct invest- 
ments.”’ Accordingly, a country having difficulty in meeting payments 
due on either short- or long-term debts has a prima facie right to draw 
on the Fund. The Articles also, however, provide that within a 12- 
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month period the member may not draw more than 25 percent of its 
quota unless the Fund waives the condition. It is IMF policy that 
drawings above the gold tranche (1.e., the currency equivalent of the 
member’s gold subscription) are not automatic. The Fund’s attitude 
to drawings in the first credit tranche (i.e., the next 25 percent) is 
liberal, but larger amounts require substantial justification and are 
favorably received when they are to support a “sound program aimed 
at establishing or maintaining the enduring stability of the members’ 
currency at a realistic rate of exchange.”’2© When countries have un- 
dertaken stabilization programs by adjustment of their exchange rates 
or other changes in their systems as well as certain domestic financial 
policies, they have usually required funds to tide them over the stabi- 
lization period in amounts considerably larger than their gold tranche 
or the first credit tranche. To provide these amounts larger drawings 
are indicated, and in a considerable number of the stabilization ar- 
rangements Fund drawings have been supplemented by U.S. Treasury 
exchange agreements, Ex-Im credits and AID program loans, particu- 
larly in Latin America. 

The Fund standby arrangement is agreement by the Fund in ad- 
vance to permit drawings of the specified amount generally without 
further challenge in the Fund’s Board. In Fund procedure the country 
concerned usually presents a program for stabilization including 
undertakings on the extension of credits by the central bank, fiscal 
policies on the part of the government, and increasingly, limitations 
on the amount of foreign debt to be incurred during the life of the 
standby, usually one year. Subsequently, after further discussion a 
new standby may be arranged. These conditionsare specified generally 
in letters to the IMF from the finance minister or central bank gov- 
ernor or both, which set forth the precise program in considerable 
detail. These conditions are generally arrived at after more or less 
extended discussion by the Fund staff mission and the country, a fac- 
tor which may explain the remarkable similarity stylistically among 
the letters of intent of finance ministers in all parts of the world.?7 
While the Fund formally may not propose an adjustment of the mem- 
ber’s exchange rate, the staff may informally suggest devaluation or 
even floating rates in its consultation. While the conditions precedent 

26. IMF, Annual Report, 1959, p. 22. 

27. For a general discussion of the standby procedure and the conditions in stabilization 
programs, see Emil J. Spitzer in IMF, The International Monetary Fund 1945-65, vol. 2, chaps. 


20, 21, and Joseph Gold, The Stand-By Arrangements of the International Monetary Fund (Wash- 
ington: IMF, 1970). 
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to the standby are not contractual in a formal sense, the members 
undertake not to draw if they are unable to fulfill them. 

In recent years most drawings by developing countries have been 
made under standby arrangements. In the IMF FY 1971, about three- 
fourths of drawings by developing countries were under these arrange- 
ments, the rest largely in gold tranche drawings. About half of the 
arrangements made over the years specified limitations on external 
debt. 

Where the member countries’ difficulties have arisen from heavy 
payments on debt, the undertakings have specified the limits on debt, 
generally under 5 years but occasionally of longer term which the 
country may have outstanding. These conditions vary with the situa- 
tion. They sometimes specify that maturities of more than | year and 
under 5 or 8, should not exceed a specified amount, or the amount at 
the time of the agreement, or should not exceed that amount by a spe- 
cified percentage; in an extreme case, Ghana undertook not to incur 
debts of more than | year and less than 12 without the specific agree- 
ment of the Managing Director. These undertakings on additional 
borrowings of the type that has frequently created the debt problem 
have been a consideration in the agreements by the creditors in the 
refunding arrangement, and the agreed minute has sometimes speci- 
fied that the debt relief was to be conditional upon the continuance in 
effect of the Fund standby arrangement. In other instances the debtor 
country, e.g., Brazil, 1964, agreed to inform the creditors through the 
Fund of actions taken under the arrangement, including as appro- 
priate statistical information on debts incurred, debts paid off and the 
terms of the specific bilateral agreements to implement the agreed 
minute. The Fund has in this way to a degree “‘policed”’ the agreement. 
In many of the multilateral debt renegotiations the Fund has supplied 
the parties with authoritative information. 

Procedures of this sort are probably necessary to make the stabili- 
zation and debt refunding programs effective. If there were no limita- 
tion on the member’s authority to borrow it could use the Fund 
drawing to meet arrears or accruing payments on previously incurred 
medium-term debt, while at the same time continuing to borrow on 
supplier credits or other medium-term debt, so that at the end of the 
period it might find itself in the same debt situation that it was in the 
beginning. Under the circumstances there would have been little im- 
provement and the member would scarcely be in a position to repur- 
chase its currency within the 3 to 5 year period normally required 
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under Fund drawings policy. Since the Fund to preserve its own liqui- 
dity must revolve its resources through the repurchase of drawings, 
undertakings of this sort are necessary not only in the member’s inter- 
est in the long run but in the Fund’s. Repurchases from the Fund in 5 
years impose a rather heavy burden on the members’ balance of pay- 
ments, comparable to commercial credits, but as appropriate the Fund 
has effectively extended the period of repayment by allowing new 
drawings of currencies as older drawings are repurchased, generally 
under revised standby arrangements. 


DIRECT VERSUS INDIRECT DEBT REFUNDING 


The problem for the future 1s the rate of increase in the external debt 
resulting from development programs or ordinary balance of pay- 
ments deficits. Since most development assistance is on a loan basis 
the capital sum may be expected to increase annually by several bil- 
lions of dollars, though annual service may not increase proportion- 
ately, depending on the terms of the loans. If all development loans 
were on AID terms, the point at which debt service would equal the 
amount provided, assuming a constant annual amount of aid, would 
not be reached for about 25 years;28 if it is on DAC terms the period 
could be shorter. 

If aid is provided in annually increasing amounts the point of no 
“net aid” would be postponed, and advanced if aid decreases. This 
time period might be sufficient to enable recipient countries to develop 
and to export enough to meet debt service so that they could begin to 
repay and soreduce burdens. Whether or not this happy situation will 
be reached, say, by 2000 is, or course, unknown. AID or DAC terms 
would preclude any IBRD, IDB (ordinary capital) or Ex-Im loans as 
well as commercial credits and much of the assistance provided by 
European countries and Japan to the countries with programs of long- 
range developmental borrowing. Without these credits on harder 
terms, the tempo of development would be greatly slowed. Moreover, 
the harder credits have financed many worthwhile projects important 
in the long run. There also seems to be little likelihood of all credits 
being on soft terms, even to the countries whose debt burdens are now 
fully apparent. 

The issue should be faced squarely by the donor-creditor countries 

28. Cf. p. 53 above. 
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and the multilateral institutions. Should they more readily agree to 
refunding, or should they continue to postpone the evil day by soft 
program loans, which may now provide “‘net aid?” Their decision will 
depend upon various budgetary and balance of payments considera- 
tions as well as institutional factors including the ‘‘announcement” 
effects. 


Budgetary Considerations 


In the rescheduling of particular debt obligations there is generally 
no direct budgetary outlay, though there are indirect budgetary ef- 
fects. Similarly, when consolidation credits are given there is no cash 
outlay if they are handled by the device of crediting the old loans and 
debiting the consolidation credit on the books of the lending institu- 
tion. Under U.S. budgetary procedures, then, there is no budgetary 
outlay directly attributable to the refunding arrangement. (The new 
accrual system does not change this result since receipts of principal 
are not accrued, in accordance with usual accounting procedures.) 
Interest earnings, however, directly affect the income and expense 
statement of the lending agency. This is probably an important reason 
for limiting the refunding to principal. It obviously makes little differ- 
ence in fact, e.g., in the Chilean case, whether 70 percent of principal 
payments are deferred or 65 percent of principal and accruing interest 
(at about 5 percent), though the former looks better in the accounts. 

There is, however, an indirect real effect on the budget of either a 
rescheduling or consolidation, since anticipated receipts are not forth- 
coming, so that a net deficit is increased or a net surplus reduced. The 
lending agency, say, Ex-Im, if it is to continue its lending operations 
at the same scale, must borrow enough to cover the decrease in the 
cash flow occasioned by the postponement of receipts of principal. 
Increased borrowing from the Treasury or the public would not, how- 
ever, affect the budgetary surplus or deficit. If refunding were to be- 
come widespread, the cash flow to the Ex-Im would be drastically 
reduced, and it might have difficulty in accommodating itself to the 
changed situation, since its borrowing and lending authority is limited 
by statute. At current rates of interest, however, new money costs 
more than the interest rate applying to the refunded obligations. 

The same argument applies to the international lending agencies 
since they also obtain their funds largely by market borrowings. A 
refunding of interest would also affect their current earnings, and the 
institutions prefer to show a profit on their operations. 


METHODS OF DEBT REFUNDING 103 


Indirect refunding by providing new loans represents a definite 
budgetary outlay for U.S. agencies, whose funds are provided either 
by appropriation or borrowing authority included in the over-all 
budget.2° This also applies to foreign creditor countries, particularly 
since loans at concessional rates are generally made from funds appro- 
priated to a government department rather than being provided by a 
lending agency which must cover the cost of its borrowings. 

The net effect on the budget of the government may not over a per- 
iod of time be very different for either method. In the short run, how- 
ever, direct refunding involves no direct outlays compared with the 
definite expenditure under the indirect refunding methods. 

When private credits are refinanced the effects on the public budget 
are the same as of other new loans. 

From the standpoint of the borrowing country’s budget, deferment 
of principal repayments represents an immediate reduction in outlays. 
In some cases the additional borrowing on a program loan might 
even be treated as a budgetary receipt. 


Balance of Payments 


Consolidation of debt is essentially untied balance of payments 
assistance to the debtor, generally on a repayment basis, with a con- 
siderable “‘grant element,” in the DAC terminology, equal to the dif- 
ference between the payments due and the present value of the future 
payments agreed. The consolidation permits the debtor to spend any- 
where exchange earnings, which otherwise would have been paid to 
the creditors as service on loans, which for the most part had been tied 
in procurement. This would not apply to international agency loans 
which have been for the most part untied, or at least with less stringent 
limitations on procurement than national loans. A rescheduling of 
particular loans has the same balance of payments effect on the debtor. 
Refinancing credits also free earned exchange for imports or invisible 
payments including other debts by stretching repayment over a longer 
period than the original loans. 

General balance of payments credits which may indirectly aid in 
refunding debt are generally tied in form. Even when these credits are 
extended specifically to deal with debt problems, as in India, they have 
sometimes been tied to purchases in the creditor country. 39 Direct 


29. The outlay would be offset by receipts of principal and interest on the old loans. 

30. Limits to the effectiveness of tying have been recently discussed on the basis of British 
experience by Bryan Hopkin et al., “Aid and the Balance of Payments,” Economic Journal, 80 
(March 1970): 1-24. 
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refunding may be regarded by some as preferable to the indirect me- 
thods in part because it is untied assistance. 3! 

From the point of view of the creditors’ balances of payments, the 
effect of the different refunding techniques is essentially the same. The 
creditor does not receive the expected receipts of principal (or interest 
in a few cases). There is likely to be some partial offset in exports, paid 
for by the exchange freed by the refunding, which would not other- 
wise have been sold. The offset would be complete if the debtor pur- 
chased imports in an amount equal to debt relief and in proportional 
amounts for the creditors. This is probably the main reason for tying 
when the refunding is covered by new commodity credits, e.g., some 
of the U.K. refunding arrangements. The tying would be more impor- 
tant for those creditors whose share of the debt relief is larger than its 
proportion of the debtor’s imports, and vice versa. The real cost to the 
debtor and the offsetting effects on the creditors’ balance of payments 
depends on relative costs of imports and their pattern. 

Without refunding the debtor would have to restrict imports, if it 
paid service, so that the creditors’ exports would be reduced, since the 
debtors secure a large part of their requirements from the industrial- 
creditor countries. 

In refinancing arrangements, when the creditor “bails out” its own 
nationals, there is a capital outflow in the balance of payments offset 
by the inpayments to the suppliers or banks. In debt consolidation 
payments are credited to the old loans as the new credit is debited so 
that there is no net change in the capital accounts. If the debt payments 
are rescheduled, the creditors do not receive expected returns in the 
period during which payments are postponed, but future receipts are 
increased. New balance of payments credits are offset by exports as 
they are disbursed. If the credit does not finance debtor imports which 
would otherwise be paid from its resources, it does not give debt relief. 


Announcement Effects 


The strong preference for indirect refunding of debt on the part of 
governments and international lending institutions is largely a matter 
of the differences in the ““announcement effects” of the alternatives. 

Program loans do not call attention to the debt difficulties of the 
recipient, while a formal debt rescheduling or consolidation, particu- 
larly when arranged at a multilateral meeting, sooner or later calls to 
the attention of everyone that the borrower is having difficulties in 

31. Cf. Pearson Report, p. 160. 
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meeting its contractual obligations. Borrowers may feel that lenders 
will regard them as less “creditworthy” after a refunding so that no 
new loans would be forthcoming, or at least the creditor’s exposure 
would be reduced. If the borrowers received loans only at irregular 
intervals this might be the consequence. It is less likely to occur when 
they are regular annual borrowers under an aid program, or when the 
creditors, national or international agencies, believe, mainly for politi- 
cal reasons, that the economy of the refunded borrower must be sus- 
tained. While governments and international bodies have provided 
soft loans under these circumstances, they have also continued to 
supply credit on “hard” terms, though probably in smaller amount or 
proportion. The IBRD has made project loans to India since the 
refunding, as have some of the other creditors, though with longer 
grace periods than in earlier loans. Ex-Im has made substantial loans, 
mostly to private entities, after the consolidation of the debt of Argen- 
tina, Brazil and Chile. Private lenders, perhaps confident that creditor 
governments would somehow come to the aid of the debtors, have also 
continued to provide supplier and other commercial credits, and the 
borrowers would continue to borrow on these terms if they were not 
restrained by the terms of IMF standby arrangements. The recurrent 
Turkish debt difficulties have occurred in periods subsequent to the 
well-known refundings. American private lenders used to expect that 
the Ex-Im would bail them out in any case. Moreover, as long as aid 
programs can be assumed for the future, the private lenders can expect 
to be covered indirectly by soft program loans. 52 

The program loan has the advantage to a lending agency in showing 
an increased level of activity in its reports and press releases, while a 
consolidation arrangement or rescheduling of particular amortization 
payments is effected unobtrusively. In any event it may not be good 
advertising for the lending agency, since it calls attention to the fact 
that loans previously made on the assumption of reasonable prospects 
of repayment have not in practice paid off as contemplated. This may 
appear to reflect a possible error in judgment on the part of the govern- 
ing board. This is probably one reason why the institutional lenders 
have been reluctant to be parties to consolidation arrangements, since 
this might reflect on their public image and so make it more difficult to 


32. If I may introduce a personal note, I might illustrate by a conversation with two old friends, 
responsible officers of American banks making loans to India at S- and 7-year maturities at the 
time that India’s debt burdens had become well known. In response to the inquiry as to whether 
they were concerned with the Indian debt burden and debt service ratio, one responded, “We're 
not worried, India will pay.’ The other said, “Do you suppose that the U.S. will stop aid to India 
before seven years are up? As long as aid goes on we re covered.” 
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borrow on the market or to secure appropriations from congresses and 
parliaments. The IBRD has generally been reluctant 33 to be a party 
to consolidation arrangements even after other creditors had refunded 
or were refunding, since it depends for its funds on borrowing in finan- 
cial markets. While the Ex-Im has agreed to refundings in many more 
cases54 its ability to secure lending and borrowing authority from the 
Congress has rested in part on its reputation for making sound loans 
which have been paid off according to contract, with relatively few 
delinquencies. The same probably applies to corporate lending institu- 
tions in other countries which depend either on direct appropriations 
from budgets or borrowing in the market with the direct or implicit 
guarantee of their governments. 

A new program loan also involves new exports. Individual exporters 
may benefit and banks get new business even if total creditor exports 
do not increase. They might therefore give more support to an aid 
program somewhat as they have generally fully supported the lending 
program of the Ex-Im in the U.S. and the guarantee and export finan- 
cing agencies in other countries. 

In the debtor country, on the other side, the program loan may be 
advertised by the recipient government as evidence of confidence or 
approval of its policies by foreign countries or international bodies, 
perhaps an important factor in view of the instability of government in 
many of the developing countries. It may also be favored by the reci- 
pient governments as providing commodities which can be sold pro- 
fitably by those who obtain the imported goods, particularly where 
there is an overvalued currency or a multiple rate system. Of course, 
when a formal refunding becomes necessary it is relatively easy to 
blame the situation on the incompetence or corruption of a predeces- 
sor administration. This may not, however, be as convincing to the 
public. 


CONCLUSION 


The heavy debt service burden of some of the aid recipient countries 
has been greatly alleviated by the provision by the creditor countries 


33. Cf. chapter 4 below, India and Brazil. 

34. As noted above, p. 78, as of 1969 about 9.5 percent of the loans on the Ex-Im books have 
at some time been refunded or rescheduled. The Ex-Im Annual Report, June 30, 1971, p. 24, in 
discussing delinquencies in payment, said, “when conditions justify, Eximbank will revise repay- 
ment schedules ona reasonable basis.” 
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and international agencies of assistance on a loan basis in forms which 
have relieved pressure on the recipient’s balance of payments, so that 
earned exchange can be used for debt service. These forms of balance 
of payments aid have, with rare exceptions, not been specifically 
directed to providing exchange for debt payments, but rather to supply 
goods needed for the development program 35 or to encourage desir- 
able development activities in education, agriculture, etc. Both credi- 
tors and debtors have preferred this course to direct refunding. 

Debt refunding has occurred with the increasing difficulty of getting 
budgetary allocations for program aid, not only in this country but in 
other countries as well. Refunding may not require direct budgetary 
outlays and can often be arranged without seeking additional legisla- 
tion or appropriations or the equivalents in other creditor countries, 
since a lending institution normally has legal authority to amend its 
loan agreements. It may not like to, but it may do it. This may have 
some appeal in the future. In other instances, without prior aid pro- 
grams, the refunding has been precipitated by the unusually large 
payments due over a short period, when the creditors have preferred 
to settle on an arrangement of debt rather than face default, continued 
delinquency and also an interruption of trade with the debtors. 

The circumstances of and arrangements for these countries refund- 
ing are outlined in the next chapter. 


35. “Mr. Fountain. What percent of the total aid going to India and Pakistan goes toward debt 
service payments on foreign loans? 

“Mr. Williams. Well, none of the aid goes toward it directly. I will come back to the question, 
but none of the aid goes for debt payment. Our aid goes for very specific things, like fertilizer and 
raw materials, which are used directly in the development program. In 1967, worldwide, the re- 
turn flow of payment of interest and capital on past loans, paid out of their own foreign exchange 
earnings, was about 50 percent of the level of aid being received from all sources. In india debt 
service now represents somewhat less than 40 percent of gross aid disbursements. In Pakistan less 
than 40 percent of gross aid disbursements.’ (House Committee on Foreign Affairs, Hearings, 
“Foreign Assistance Act of 1969,” pt. 4, p. 765.) 


4. CASE STUDIES 


The countries selected here for specific analysis illustrate a variety of 
debt problems. No two cases are identical, though there are features 
common to the various groups. To the general reader the discussion 
may appear too detailed, to the country specialist too summary. Se- 
veral countries have required successive refundings of their debt and 
some are likely to be candidates again. Hence the discussion of the 
conditions producing debt crises or stringencies, and the specifics of 
the relief given should be useful to those who will have to be concerned 
with the problem in the coming years, both in creditor and debtor 
nations. Once in debt difficulties requiring concerted action by the 
creditors, it is not easy to get out of them. It is a pity, but it is a fact. 
With the relief given, Liberia may stay in the clear. Argentina and 
Brazil may also be able to avoid further readjustment. The recurrence 
of debt stringencies is not merely that the refunding measures were 
temporizing actions. It is the persistence of the underlying economic 
and political conditions which occasioned past crises. 

The cases arising from relatively short-term credits from suppliers, 
exporters and contractors have received the most attention in the past, 
e.g., Argentina, Brazil, Chile, Ghana, Liberia and Turkey, since in 
these instances there were multilateral arrangements. Heavy debt, 
inflation and balance of payments deficits have also been prevalent in 
the countries whose adjustments were made bilaterally or by agree- 
ment of a group of banking creditors, e.g., Peru, the Philippines and 
Uruguay. In the Peruvian case certain supplier-type credits were also 
converted into financial credits. 

Indonesia and Ghana have in common the accumulation of debt by 
prior regimes and the settlement of these obligations as part of pro- 
grams of rehabilitation and stabilization of their economies. Debt to 
the Soviets and other CMEA countries has been an important factor. 
A somewhat similar situation exists in Mali but information is lacking. 
Egypt has made bilateral refunding agreements with suppliers and 
others, but the precise terms have not been made public. Obligations 
to U.S. agencies had been in default for several years until December 
6, 1971, when a refunding arrangement was agreed covering the total 
principal of $108.4 million and arrearages of interest of $37 million. 
These amounts are to be paid off in installments extending from 1972 
to 1978. Arrangements with the creditor agencies vary somewhat. 
In the Yugoslavian case, the terms of refunding, except by the United 
States, do not appear to be available. 
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India, Pakistan, Tunisia and Turkey are among the countries whose 
balance of payments deficits, in part arising from their development 
programs, have been met by foreign aid largely in the form of com- 
modity credits provided under consortium arrangements. In the 
Indian case clearly, and somewhat less clearly in Turkey, debt refund- 
ing has been an alternative to provision of more balance of payments 
assistance. Some of the consortium countries have in practice re- 
funded their earlier harder-term credits by giving easy-term loans for 
commodity imports. The Pakistan unilateral moratorium of May 1971 
was replaced a year later by an understanding on short-term relief 
extending to June 30, 1973. A more permanent adjustment may then 
be possible. In the Tunisian case there have been some minor adjust- 
ments but debt service as well as other elements in the payments deficit 
have been covered by soft loans and grants from the United States and 
France. 

Brief treatment is given here by way of comparison to the debt 
situation of Colombia and Mexico. Neither has had a debt refunding 
in recent years, though their situation is in many ways similar to that 
of some countries which have required it. Colombia’s balance of 
payments deficit has been met for many years by foreign aid under the 
consultative group understandings. Colombia’s debt is in more man- 
ageable form than that of some other countries and consists largely of 
obligations to international organizations and to the United States, 
largely on AID terms. Mexico, on the other hand, is more heavily 
indebted to private entities but has successfully rolled over its accruing 
payments by voluntary agreements with banks and by the issue of 
bonds. Israel has followed the same practice with heavier reliance on 
bonds, which, however, are purchased in large part for noneconomic 
reasons. The paucity of the available data precludes analysis of the 
recent period. 

Various minor refundings and adjustments of particular loans are 
not discussed here as of less general interest. 


I. ARGENTINA 


Background 


Since 1956 there have been three multilateral refundings of Argen- 
tine debt, with additional bilateral arrangements. Since 1965 Ar- 
gentina has been rolling over its public debt by new borrowings in the 
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bond market and commercial banks as principal of old debt becomes 
due. Interest cost has been met from exchange earnings and reserves. 
The outstanding public debt is about $2.3 billion ($1.8 billion dis- 
bursed) with annual debt service near a half billion. In addition the 
economy must service a private debt of $1.2 billion including some 
debt under one year. More than half of this debt was due in 1970, but 
has also been rolled over. The refunding of Argentine debt to suppliers 
and banks in the last 20 years followed refunding of the earlier bonded 
debt. The Argentine national government, however, maintained ser- 
vice on its bonds through the depression, a factor which probably 
affects its ability to borrow on the bond market in recent years. 

Argentine debt problems arise in good part from the endemic infla- 
tion which has persisted for most of this century, though with several 
periods of only moderately rising prices. Prices are (October 1971) 
about 182 (1963 = 100) times the level of 1948 and the cost of living 
187 times. The dollar now costs more than a hundred times the 1948 
peso amount. In 1967, after a succession of years in which the price 
level and cost of living had gone up about 30 percent each year, a 
stabilization program was adopted and the peso devalued. The price 
spiral was slowed for 3 years (index numbers of 235.3 at end of 1967 
and 283.2 March 1970). It has risen more rapidly since, about 2.5 per- 
cent per month compounded. The cost of living has gone up at a rate 
of almost 30 percent annually. 

A second factor in the debt problem has been the direction of Argen- 
tine trade, with exports mostly to European countries whose curren- 
cies were inconvertible for 20 years, and a regular trade deficit with 
the United States, though debt to the U.S. economy was heavy after 
1920. While balance of payments data are not available for earlier 
periods, it would appear that Argentina generally had a trade surplus 
in the early part of the century which enabled it to service its debt and 
to increase monetary reserves. From World War II to 1962 there was 
generally a deficit on trade account, since then a trade surplus, though 
since 1968 the current account has been in deficit, with a reduced trade 
surplus and heavy debt payments. 

To deal with the inflationary situation, the inconvertibility of the 
currency of the major trading partners, and the deficits on interna- 
tional account, including the service of its heavy debt, Argentina 
developed a network of bilateral trade and payments agreements as 
well as complex multiple currency arrangements, which, however, 
during the Peron regime particularly, discouraged exports and in- 
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creased local consumption of meat and wheat. A series of exchange 
crises resulted in rescheduling of debt and the insistence by the credi- 
tors (and later the IMF) on the adoption of policies intended to arrest 
inflation and to modify the exchange structure. 


Earlier Refundings 


Argentina began to borrow abroad soon after independence, mainly 
in England, which invested heavily in subsequent years in railways and 
public loans. There were intermittent debt service difficulties in the 
period 1830 to 1900 and several issues were refunded after default or 
threatened default. Finally there was a general refunding in 1897-1900 
with a reduction of interest to 4 percent. This refunding covered na- 
tional, railway and some provincial bonds. 

Between 1914 and 1931, the Argentine government borrowed or 
guaranteed borrowings in the American market to a total of $824 mil- 
lion, and Argentine corporations borrowed an additional $100 
million. Full service was met throughout the depression on the na- 
tional government debt, though the province of Buenos Aires de- 
faulted as did some other debtors. With lower interest rates in 1937, 
the old 6 percent dollar bonds were converted to 4 and 4.5 percent 
issues ($132.2 million) which stretched the debt out an additional 35 
years. In 1946 the dollar and Swiss franc bonds were paid off— Argen- 
tina had earned dollars during the war in excess of purchases—and in 
1953 the sterling debt was retired. Public bonded debt outstanding is 
now about $480 million. It consists of issues in the U.S. market and 
in Europe at varying dates from 1961 to 1971. 

The relatively short-term dollar commercial debt was also refunded 
in part in 1934 by the issuance of dollar notes maturing serially over 4 
years ($16.5 million) at 2.5 to 4 percent. There was also refunding of 
commercial debt to Europe in 1933 by the issue of sterling and Swiss 
franc obligations. 


Refinancing, 1950 


By 1950 the Argentine had accumulated large arrears in its commer- 
cial debts to American suppliers and banks. The reserves acquired 
during the war had been used to pay off external debt rather rapidly, 
to purchase the railroad system from British investors, and to cover 
balance of payments deficits. The Ex-Im in 1950 provided a loan of 
$125 million to a consortium of Argentine banks, guaranteed by the 
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central bank, to pay off the arrears to American creditors, at 3.5 
percent, repayable in 4 years after a 3-year grace on principal. Only 
$96.5 million was actually disbursed. 


Refunding, 1956} 


The overthrow of the Peron regime (1946-55) led to an attempt to 
regularize Argentine financial relations with other countries, and to 
begin formulation of a development plan. Additional foreign credits 
were needed. The most urgent problem was the consolidation of the 
debts to Europe under the bilateral trade agreements, about $353 
million. The agreement of these countries to consolidate the out- 
standing clearing debts and to multilateralize payments among them 
constituted the “Paris Club,” (May 1956). The main creditors (Ger- 
many, U.K., Italy and France) agreed to payments over 8 to 10 years, 
apparently in equal annual installments. The debt to the Nether- 
lands was to be paid in 5 years, while the smaller countries did not 
consolidate their claims. The installments were to be paid from the 
proceeds of Argentine exports.? Details of the individual country 
agreements varied. Japan joined the group with a similar consolida- 
tion. The original terms of payment were further extended by the 
creditor countries in 1960 and 1963. 

The U.S. did not participate in the Paris Club meetings. As noted, 
the Ex-Im had refinanced American credits in 1950. After the con- 
clusion of the European Agreement, however, the Ex-Im gave two 
credit lines (September 10 and November 11, 1956) aggregating $100 
million to finance “‘equipment and services” and “transportation 
equipment,” which further eased the balance of payments situation. 
In December 1958, a group of American banks agreed to lend $54 
million for financing arrears on exchange operations. 

In 1959 there was another group of credits intended to assist the 
attempt at stabilization. The IMF made a standby arrangement for 
$100 million, the Treasury extended the period of repurchase under 
its exchange agreement of $50 million, a consortium of 9 U.S. com- 
mercial banks provided a $75 million loan to finance arrears, and an 
equal amount was provided by a consortium of 54 European banks. 
The European credits were specifically conditional upon the IMF 
standby. Drawings under these credits in 1962 were largely repaid by 
mid-1963, but in June 1963 the European and American banks re- 


1. IDB, European Financing of Latin America’s Economic Development (1966), p. 100. 
2. Under the “‘club” arrangement each member agreed to accept payment in any other mem- 


ber’s currency, so that a surplus with any one of the members could be used to pay others. 
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funded the amounts outstanding ($18.75 million to be repaid in 
1965).3 


Refunding, 1962-63 


The refundings of 1962-63 and 1965 were part of larger programs 
intended to deal with the inflationary problem and the exchange policy 
of the Argentine. The government put into effect measures to restrain 
inflation and to devalue the exchange rate, and received support for 
the program from the IMF and the U.S. Treasury and AID as well as 
a refunding of debts due to the Ex-Im and other creditors. 

Under the 1959 arrangements Argentina had unified the previous 
dual exchange system, and maintained a relatively stable rate by 
central bank intervention in the market despite the internal inflation. 
In April 1961, after exchange reserves had been sharply reduced, the 
bank stopped intervention. In this year there was a trade deficit of 
about $500 million as well as heavy scheduled debt repayments. 4 
Argentina had had from 1958 to 1961 annual standby arrangements 
with the Fund with appropriate undertakings on fiscal and monetary 
policies. The Treasury supplemented the Fund arrangements with 
related stabilization agreements. The 1961 IMF standby was cancelled 
at Argentine request in May 1962, and further drawings were not made 
under the Treasury parallel agreement. > 

The 1962-63 debt refunding was a rather different matter than the 
1956 arrangement. The funded Argentine public debt, which stood at 
$575 million in 1955, had risen to $2,649 million in 1962 and there was 
about a billion dollars of private unguaranteed debt.® Service on the 
public debt alone probably took a fourth of exports. The debt con- 
sisted of medium-term supplier credits extended largely by European 
firms, debts to American and European banks, international organi- 
zations and numerous Ex-Im credits to public agencies and private 
entities. Probably the full extent of indebtedness and the terms on 
which it had been contracted were known only approximately even by 
the Argentine authorities. The various creditors obviously were anx- 


3. IDB, European Financing, pp. 138-39. In 1959 about $64 million in Japanese credits and 
commercial arrears was also consolidated bilaterally. 

4. In July 1961 Argentina issued $25 million in serial bonds to refinance short-term debt owed 
to European and U‘S. creditors and also long-term bonds, $114 million, for the acquisition of 
Segba (Servicios Electricos del Gran Buenos Aires). 

5. See IMF, Annual Report, 1963, pp. 15, 158-59; Argentina, Banco Central, Memoria Anual, 
1962, pp. 64-65. 

6. Oficina de Estudios Para la Colaboracion Economica Internacional, Buenos Aires, Argen- 
tina Economica y Financiera (1966), p. 302. The source does not explain how the data were com- 
piled; they are probably not consistent with other reports. 
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ious not to give more favorable terms of refunding than other creditors 
would. Debt relief was contingent upon the IMF standby and the 
specific undertakings of Argentina as part of the arrangement. Nego- 
tiations, started early in 1962, were protracted. 

While the Fund made a new standby ($100 million) in June 1962 
under which Argentina undertook to take new measures “‘for reduced 
government spending, tightened control of credit and some increase 
in taxation,” 7 and the Treasury made a new exchange agreement ($50 
million), there were no immediate drawings pending appropriate 
action. Obviously without a scaling down of debt payments the ex- 
change resources provided would have been quickly dissipated, with 
little advance in the “‘orderly exchange system” which was the objec- 
tive of the U.S. government as well as the Fund. After further discus- 
sions, the Fund, on July 26, announced that Argentina had not 
exceeded the ceilings and would try to operate under the agreement. 
The State Department the next day announced (1) that AID would 
continue disbursements under prior commitments (i.e. the $20 million 
balance of payments loan in February 1962), (2) that the Treasury 
Agreement was in effect (drawings could be resumed), and (3) that 
Ex-Im would consider a rescheduling of amounts coming due from 
governmental and private borrowers. ® 

The Ex-Im began rolling over maturing principal on some Argen- 
tine debt in August 1962 and the Paris Club in October agreed in prin- 
ciple on consolidation of part of the maturing principal on supplier 
credits, subject to the continuance in effect of the Fund standby and 
the credit limitations agreed. The Ex-Im was represented by an obser- 
ver at this meeting, but subsequently agreed to similar debt relief. The 
creditors agreed to refinance about half of the $270 million due on 
principal of credits arising from the procurement of capital goods. The 
European governments or their agencies advanced funds to the Argen- 
tine government (or central bank) sufficient to cover half of the princi- 
pal falling due in 1963 and 1964, i.e. $108 million. Japan made a similar 
arrangement, apparently $20 million, so that there was a refinancing 
of $129 million. The consolidation credits were to be repaid on a 
sliding scale—S5 percent in 1965, 15 percent in 1966, and 20 percent 
annually in 1967, 1968 and 1969. The creditors also agreed to defer to 
1966 25 percent of the amount due in 1962-63 on the earlier refundings 

7. IMF, press release, June 7, 1962; U.S. Treasury, press release, June 7, 1962; NAC, Report, 


Jan.—June 1962, p. 34. Banco Central, Memoria Anual, 1962, p. 65. 
8. U.S. State Department, Bulletin, Aug. 13, 1962, p. 253. 
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($15 million). Details of the bilateral agreements signed in mid-1963 
varied somewhat. 9 

The tentative Ex-Im refunding of 1962 was formalized in an agree- 
ment of June 1963 to consolidate $72 million falling due between 
November 15, 1962 to October 1, 1964. Of this amount $67.5 million 
was used. Repayment terms were the same as for the European credi- 
tors. This credit has been repaid. 

The roughly 50 percent devaluation of 1962 was followed by a sharp 
reversal of the balance of payments, mostly through a reduction in 
imports. While the Europeans granted no additional debt relief in 
1963, the U.S. decided to give additional bilateral support in conjunc- 
tion with the IMF. The new package deal included (1) reactivation of 
the Fund standby to make possible drawings of $25 million, (2) reacti- 
vation of the Treasury Exchange Agreement with another $25 million, 
(3) an AID balance of payments loan of $20 million and (4) an addi- 
tional $20 million Ex-Im refinancing of debt. The $29 million new Ex- 
Im credit was to refinance U.S. supplier credits, but was not in fact 
used. The U.S. private creditors apparently refinanced their arrears 
by other methods. AID moreover provided $19.9 million in budget 
support (June 3, 1963) shortly after the Ex-Im refunding arrangement 
was agreed. 


Refunding, 1965 


The 1962-63 refundings proved only a temporary solution. The 
budgetary deficit continued with central bank financing, and prices 
continued to rise at about 25 percent a year. The exchange adjustment 
produced an export surplus, but current account “balance” was main- 
tained by arrearages in payment for imports. In 1964 arrearages on 
current payments reached $70 million and by 1965 were $140 million, 
including agreed payments not made to the oil companies for the set- 
tlement of their property and other contractual claims. 

Argentina’s external debt had been reduced from $3.2 billion in 
1963 probably including private debt to $2.9 billion at the end of 1964. 
About a third of this debt was in the form of supplier credits to state 
enterprises and private firms, largely with government or central bank 
guarantees. These debts required heavy amortization. Argentina 
requested a new refunding in 1965. 

The U.S. participated fully in the meeting of the Paris Club in June 

9. Banco Central, Memoria Anual, 1963, p. 57; 1DB, European Financing, pp. 101-02. 
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1965 and the terms of settlement for the U.S., the Paris Club members, 
Japan and other countries were put on MEN terms. As part of the 
deal, Argentina agreed to let the unitary exchange rate float, to take 
internal measures to restrain credit and work toward budgetary equi- 
librium, to continue to limit new supplier credits to the amount paid 
off in a given period, and not to use pesos received for payment of 
foreign obligations for budgetary purposes. 

The creditors agreed to provide financial relief equal to 60 percent 
of the principal due in 1965 on guaranteed supplier credits and project 
loans, to be repaid over 5 years beginning January 1968. Payments 
under the earlier refunding arrangements of 1956 and 1962 were to be 
continued as originally scheduled. That is, the 1965 rescheduling 
applied only to debts contracted after these agreements. ! 9 

The amount consolidated in 1965 was about $75.7 million, equal to 
60 percent of the principal accruing to the creditors in FY 1965. The 
European countries and Japan, whose claims were mostly on guaran- 
teed exporter credits, agreed either (a) to reimburse the Argentine 
central bank for 60 percent of the payments received (France, $7.9 
million; Italy, $18.3 million; Japan, $10.2; Switzerland, $2.8; U.K., 
$9.8), or (b) to accept 40 percent payment by it (Germany, $8.1 
million; Netherlands, $0.7 million). The consolidated amounts were 
to be repaid in 5 years after a 3-year grace period. Payments in the 
first year were to be 15 percent of the deferred amounts, in the second, 
third and fourth years, 20 percent; and in the fifth year, 25 percent. 
Some of the agreements provided for semiannual installments. 

The Ex-Im, which had numerous small loans to private enterprises 
on its books and a few large loans to the government and its agencies, 
agreed to provide equivalent relief ($18 million—60 percent of the 
total payments of principal) by consolidating 100 percent of the prin- 
cipal of certain loans to the government and agencies. The agreement 
provided that if payments were not made on the private loans as 
scheduled the consolidation of the government loans would be corres- 
pondingly reduced. On receipt of interest payments the bank charges 
a note of the government or agency concerned for the corresponding 
principal. A total of $15.4 million was debited to the note, of which 
$6.3 million is outstanding (December 31, 1970). Subsequent lending 
to Argentina by Ex-Im has been for larger project loans, airplanes, 
steel mill and electrical facilities. To date, Argentina has met the 
required schedule under these refunding arrangements. 


10. Cf. IDB, European Financing, p. 102. 
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Sequel 


Argentine inflation continued to mid-1967 when a new stabilization 
program was adopted and received support from a $125 million IMF 
standby, a Treasury exchange agreement of $75 million, and standby 
credits of $100 million from American banks and $101.4 million equi- 
valent from banks in Europe, Canada and Japan.!! The banking 
credits were utilized but there were no drawings from the Fund or the 
Treasury, which in 1968 renewed their agreements. In fact Argentina 
repurchased pesos to repay previous drawings and pesos were used in 
part for drawings by other countries so that Fund holdings have been 
reduced to 75 percent of quota (February 29, 1972). 

The 1967 stabilization program included a devaluation on March 
13 from M$N250 to M$N350, when “‘virtually all restrictions on pay- 
ments and transfers were eliminated.” Import duties were reduced, 
import prohibitions lifted and export subsidies eliminated. Internal 
measures included tax increases, reduction of government expendi- 
tures, and limitations on wage increases. ! 2 

Since 1965 Argentina has been rolling over debt as it fell due. Pay- 
ments of principal to DAC governments, largely the refunding credits, 
have exceeded utilization of government loans by about $140 million. 
Outstanding supplier credits have also been reduced. Corresponding- 
ly indebtedness to banks and bondholders has increased so that there 
is little change in the outstanding disbursed external debt. The interest 
rates on someof these issues have been higher than on the debt they 
replaced. Bonds have had interest rates either fixed at the time of issue 
or floating with the Euro-money rate. For example, the 7-year issue of 
1970 pays 1.5 percent above the Euro-rate, initially 9.62 percent. Bank 
loans have also had differentials above prime or Euro-rates. Interest 
costs have risen about 37 percent above the 1965 figure. These costs 
must be met from earnings or reserves. Reserves are now less than half 
what they were at the end of 1968. 

The outstanding public and private external debt, requiring heavy 
amortization in 1970, will constitute a crucial problem for the next few 
years. Obligations under the earlier refundings have been met and are 
scheduled to be paid off by 1972. The outstanding external debt of the 
government, central bank and other agencies, payable in convertible 
currencies, stood at $1,991.2 million at the end of 1969. Almost half 
consisted of commercial credits to governmental authorities. The 


11. Banco Central, Memoria Anual, 1967, pp. 66-67. 
12. Fund, press release, May 1, 1967. 
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central bank estimates 1970 amortization of public debt at $395.2 
million, and $282.1 million in 1971.!3 Interest payments will be $110 
to $185 million. Total service on public debt is almost $500 million, 28 
percent of Argentine exports in 1970. In 1968, debt service was $482 
million, a third of exports in that year, or 27.2 percent of exchange 
receipts (IBRD ratio). 

Private debts at the end of 1969 were stated as $1,234.5 million, of 
which $807 million was in the form of bank credits and $390 million 
in commercial credits. Of the total of private debt, $737.4 million hada 
maturity of 180 days to 5 years, and contractual amortization in 1970 
was set at $654 million, !41.e., the bulk of the debt had a maturity of 
180 to 360 days. Without a renewal of bank loans and other credits, the 
contractual payment of the Argentine economy would be over a bil- 
lion in 1970, compared with exports of $1.8 billion in 1970. 

In sum, the solvency of the Argentine economy depends on its 
ability to renew banking credits and issue securities. The formal re- 
funding credits will have been paid off in 1972, but there will be con- 
tinued service on the debt which has replaced them. The inflation con- 
tinues and the balance of payments has deteriorated. With an effective 
stabilization the balance of payments could improve to the extent that 
the net burden of debt could be reduced. 


Il. BRAZIL 


Introduction 


The multilateral consolidations of Brazilian debt in 1961 and 1964 
were merely the most recent of a series of adjustments effected since 
1898. The more recent consolidations of Brazilian debt were arranged 
in conjunction with various undertakings in the financial and exchange 
fields, by which successive finance ministers hoped to stabilize the Bra- 
zilian economy, or at least its foreign exchange situation. 

The overthrow of Dom Pedro in 1889 has been followed by a series 
of dictatorships and intermittent periods of constitutional govern- 
ment. Political instability has been an important factor in the inflation 

13. Banco Central, Boletin Estadistico, March 1970, p. 42. 


14. Ibid., June 1970, p. 77. Bank of London and South America, Review, May 1970, p. 266; 
Sept. 1970, p. 490, gives slightly different figures based on releases of the central bank. 
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and foreign exchange difficulties which have persisted.! Along with 
the inflation, the exchange rate has depreciated, though generally with 
a lag, and periodically Brazil has accumulated delinquencies in its 
current payments of such magnitude as to require refinancing. 


Bond Issues 


Brazil met the payments on its outstanding sterling debt from 1824 
to 1898 despite the internal political and economic difficulties resulting 
from increased borrowing and inflation. In 1898, however, Brazil was 
unable to meet payments of interest on its sterling bonds and gave the 
bondholders new bonds for the equivalent of the interest due 1898 to 
1901. Sinking fund payments on all debt were suspended. Interest was 
paid from 1901 to 1914, and then interest was defaulted. There was a 
refunding issue, but the sinking fund payments were not met from 
1914 to 1927, when they were made fora period of 4 years. 

By 1930, total Brazilian public debt (including subordinate govern- 
mental units) reached $1,266.5 million equivalent, of which $373.5 
million was denominated in dollars and the balance almost entirely 1n 
sterling.2 Annual debt service was about $100 million, roughly 23.5 
percent of export receipts. 

In 1930-31 Brazil defaulted on the bulk of its sterling, france and 
dollar debt. Under the unilateral offers made in 1931-32 and 1934 
(Aranha Plan) fractional interest payments (40-50 percent) were 
made, the fraction depending on the security involved and the original 
coupon. In 1943, a new refunding (de Souza Costa) was negotiated 
with the bondholders’ councils in the U.S. and U.K., and received the 
blessing of the State Department. Debt then amounted to $837 million 
in nominal principal, of which $286 million was in dollars, the balance 
mostly in sterling.3 The bondholders were given the option (a) of 
taking a fractional interest payment (an average of about 2.5 percent), 


1. With the rapid rise in prices and changes in the base years of index numbers, it is rather dif- 
ficult to measure precisely the rate of inflation. Wholesale prices in June 1971 were about 162 
times the level of 1953, and about 479 times the level of 1944. The exchange cost of the dollar for 
imports is about 138 times the 1953 level and about 384 times the 1944 rate. In the last year the 
rise in prices has been at about 20 percent per annum (see Conjuntura Economica, Fundagao Ge- 
tulio Vargas, June 1970. Benedito Ribeiro and Mario Mazzei Guimaraes, History of Brazilian 
Banking and Financial Development (Rio: Pro-Service, 1967), pp. 114-73, outline developments 
since 1889. 

2. George Wythe et al., Brazil, an Expanding Economy (New Y ork: Twentieth Century Fund, 
1949), pp. 295-96. 

3. The outstanding Brazilian debt was extraordinarily complex. The national government 
had assumed responsibility for servicing provincial and local external debt, most of which had 
preceded the government in default. Debt had been contracted recklessly largely for budgetary 
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roughly a third of the contractual rates, on the original principal, but 
with amortization stretched out from 1.5 to 10 times the original 
period, or (b) accepting a reduction in principal of 20 to 50 percent 
with interest at roughly half of the contractual rates (an average of 
3.75 percent) and a stretch out of amortization by relatively shorter 
periods. 4 

Under the 1943-44 refunding arrangement the annual debt service 
was reduced to probably about a fourth of the original amounts, 
though a precise figure cannot be obtained without an elaborate cal- 
culation. Interest payments have been made on the stamped bonds, 
and principal was rapidly reduced ; the issues were retired in 1968. The 
sterling debt was retired in 1953 when a Fund drawing ($28.5 million) 
in sterling financed the payment. In 1956, the French franc bonds were 
also retired. 


Brazilian Refunding : 1936-60 


In view of this debt history, Brazil could not borrow at long term in 
financial markets and could finance development only by loans from 
public institutions, largely the Ex-Im and, to a lesser degree, the 
IBRD. The Brazilian government and Brazilian companies, however, 
financed a large volume of imports of equipment by short- and me- 
dium-term borrowings from exporters and commercial banks, which 
also loaned to meet balance of payments deficits. The Ex-Im up to 
June 30, 1960 authorized $1 billion in numerous exporter credits, pro- 
ject loans and balance of payments financing. The persistence of infla- 
tion and exchange difficulties led to frequent accumulation of arrear- 
ages on short- and medium-term transactions, which were refinanced 
several times before the general refundings of 1961. 

At the beginning of 1935 approximately $30 million was overdue 
to American exporters. The borrowers had paid in local currency to 
the Bank of Brazil which, however, lacked dollars to make payments 
on the contracts. The National Foreign Trade Council, representing 
the U.S. exporters, negotiated an agreement for the payment of the 
arrears. Small claims were paid in cash, the balance, through the 
reasons, at high interest rates and large discounts from nominal principal (see Valentim F. Bou- 
cas, Financas do Brasil, vol. 19). The flotation of these securities in the United States in the 1920 
period provided some of the provocation for the Johnson and Pecora hearings in 1932-34. In the 
Aranha and de Souza Costa refundings the outstanding obligations were divided into eight broad 
classes, each of which was settled on a different basis. 


4. The Bondholders’ Protective Council was unwilling to make a recommendation as to 
which alternative the bondholders should choose. 
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issuance of 5-year notes which the Council requested the Ex-Im to 
agree to purchase from the holders. In November 1935 the Ex-Im 
committed $17 million to purchase 60 percent of the notes received by 
each exporter, and subsequently raised the sum to $27.8 million to 
permit purchase of 100 percent. With the Bank’s agreement to pur- 
chase, apparently the exporters were able to discount the notes with 
private banks or were willing to hold them, so that in practice only 
$1.7 million of the notes was presented to the Bank for purchase and 
this amount was paid off within 6 months.5 

Three years later Ex-Im provided $19.2 million to the Bank of 
Brazil for current imports, to be repaid in 2 years’ time, but only $4.5 
million was actually disbursed on this credit at the risk of the Ex-Im. In 
1941 a similar loan of $1.2 million, with repayment in 5 years, fol- 
lowed. The Bank also committed a credit of $12 million to the govern- 
ment of Brazil but this credit was not used. There were also no 
drawings under a $10 million credit committed in 1944. 

In the following years Brazil borrowed from commercial banks and 
the New York Federal Reserve Bank (with gold as collateral) to meet 
immediate import requirements. These credits were, however, repaid 
in 1949, when coffee prices were rising, and when there was expecta- 
tion that the Brazilian situation might be stabilized. Debt service in 
1949 took about 30 percent of Brazilian exchange receipts. 

The balance of payments surplus of 1950 turned into a deficit of 
$250 million in 1951 and $600 million in 1952, when total exports 
amounted to $1.4 billion. At the end of the year commercial arrears 
to all countries were in the neighborhood of $900 million to $1 billion. 
In 1953 the U.K. and Brazil agreed on a refinancing of $158 million 
equivalent. Other creditors in Europe may also have made arrange- 
ments. The arrears to American creditors were about $450 million. 
The Ex-Im provided a credit of $300 million partially to liquidate the 
arrears, and commercial banks provided the balance. The Ex-Im 
credit at 3.5 percent probably reduced the interest cost to about half 
the former rates. The loan was originally to be repaid in monthly 
installments over a 2-year period after a grace period of a year and a 
half. In 1954, however, the Ex-Im extended this loan for an additional 
5 years. Monthly payments were reduced from $13 million to $4.2 
million, with a proviso for larger amounts to be amortized from Bra- 

5. Statement of Hawthorne Arey, Assistant Director. Export-Import Bank, in Senate Bank- 


ing and Currency Committee, Hearings, “‘S. Res. 25, Study of Export-Import Bank and World 
Bank” (1954), p. 89. 
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zilian dollar earnings above $1 billion in any one year. At the time of 
the 1961 consolidation the $70.4 million still outstanding was included 
in the new financial arrangement. © 

As the result of drought in Argentina, the usual source of Brazilian 
wheat imports, Brazil bought wheat in the United States from 1952 to 
1954, and in the later year the Ex-Im authorized a loan to the Bank of 
Brazil of $15 million for wheat imports, repayable in 15 months, of 
which, however, only $10.4 million was disbursed. In 1955, following 
conversations in Rio by representatives of Ex-Im and the State and 
Treasury departments, there was an Ex-Im loan to refinance purchases 
of equipment manufactured in the United States of $75 million to be 
repaid in 1961—62,7 and in 1958 there was a similar credit of $100 
million to be repaid in monthly installments after 1962. The outstand- 
ing balances on these loans were consolidated in the 1961 arrange- 
ment. 

The IMF provided assistance to Brazil in a series of drawings with 
repurchases between 1949 and May 1961, under which the net draw- 
ings outstanding stood at $237.4 million. The Treasury Department 
also provided exchange agreements in 1958-61 in connection with 
the Fund standby. 


1961 Consolidation 


In 1961 Brazil, in consultation with the IMF and the United States, 
undertook a new exchange reform under which the rate was to float. 
To assist in financing the reform the IMF provided a standby credit of 
$160 million, which, in effect, refunded previous drawings outstanding 
and allowed some new credit. The Treasury provided $70 million in an 
exchange agreement, and AID provided a $100 million program loan, 
and P.L. 480 local currency sales agreements provided $70 million in 
1961 and $102.2 million in 1962. 

An adjustment of external debt was essential to the exchange mea- 
sures. Total Brazilian debt at the beginning of 1961 was about $3.8 
billion, of which $2.8 billion was outstanding to American public and 
private creditors. Some 40 percent of the principal was to be repaid in 
1961 and 1962 and 78 percent between 1961 and 1965. Of the total debt 
about a billion was relatively short term. Some $400 million was due 

6. Cf. Arey, Hearings, “S. Res. 25,” p. 117; Ex-Im, Semiannual Report, July-Dec. 1953". 31; 


Jan.-June 1954, p. 11. 
7. Ex-Im, Report, Jan.-June 1955, pp. 18-47. 
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to European export creditors and $300 million to U.S. private ex- 
porters and banks. 

The consolidation of the commercial debts to European countries, 
due between May 1961 and December 1962, was arranged through the 
‘Hague Club.’ Under this arrangement the proceeds of Brazilian 
exports to the European creditors were used in part to pay a portion 
of the debt outstanding, but 80 percent of the obligations falling due 
in 1961 was to be refunded, 70 percent in 1962 and 1963, 50 percent in 
1964, and 35 percent in 1965. The total amount of European refinanc- 
ing was $135 million. As in other “‘club” arrangements the bilateral 
agreements differed in detail, but repayment generally was to be made 
in installments between 1966 and June 1971. Brazil, however, again 
accumulated commercial arrears with these countries on its trade in 
1963 and 1964 so that some of the participants suspended the 1961 
arrangements, and they were included in the consolidation of 1964— 
65.8 At the time of the 1961 consolidation there were new European 
credits of about $110 million which facilitated payment of amounts 
not consolidated. 

The United States was not a party to the Hague Club arrangement, 
so that the Ex-Im made its own arrangements for refinancing commer- 
cial arrears, refinancing of earlier credits, including the earlier conso- 
lidation credits of 1953, 1955 and 1958, and also project credits on 
which payments were falling due between 1961 and 1962. While the 
Ex-Im authorized credits aggregating $731.8 million, not all of the 
amounts were needed. A loan of $168 million was authorized ($162.4 
million disbursed) to pay off commercial arrears, with repayment over 
14 years after 6 years’ grace on principal. A second loan of $484.3 
million ($454.2 million disbursed) refinanced the earlier consolidation 
credits and provided funds for new imports. In this case, the older 
refinancing credits were extinguished and the amounts due included 
in the new loan. This loan was to be repaid in 16.5 years after 1.5 year’s 
grace. A third credit of $79.6 million was authorized to cover pay- 
ments on various project credits as they fell due. This consolidation 
credit was to be repaid over 18 years. On June 30, 1971, $263.3 million 
was outstanding. 

Some of the American private creditors also rolled over the amounts 
due them, but the precise terms do not appear available. Japanese 
credits were also refinanced. Total refinancing arrangements with 
public and private creditors aggregated about $2 billion. 


8. IDB, European Financing of Latin American Economic Development, pp. 103-04. 
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1963-64 Consolidation 


Brazil was unable to meet its obligations under the 1961 refunding 
arrangements or its undertakings under the IMF standby. Inflation 
continued, about 50 percent in 1962, and further arrears were accumu- 
lated from current transactions. 

The United States was greatly concerned about the state of affairs 
in Brazil, and at the end of 1962 President Kennedy, who had earlier 
discussed affairs with President Goulart, announced that the United 
States would be unable to help Brazil further while the inflation con- 
tinued. Brazil took some measures, and the Finance Minister, San 
Tiago Dantas, came to Washington for discussions. The resulting 
Brazilian undertakings and the proposed U.S. assistance were pub- 
lished in the Dantas-Bell correspondence.? In addition to internal 
measures to check inflation, raise revenues, restrain wages, etc., the 
program included an exchange adjustment and negotiation of refund- 
ing arrangements on debt to Europe as well as to the United States. 

The U.S. government proposed a “‘package” of $395.8 million to 
assist Brazilian efforts. Immediate resources to be available included 
$33 million from Ex-Im, $25.5 million from the Treasury and $25.5 
million from AID. Subsequently, Ex-Im was to refund debt payments 
of $44.5 million falling due June 1, 1963 to May 31, 1964; AID was 
to provide $100 million in program loans and $100 million in project 
loans, and P.L. 480 was to supply $70 million. 

In the 1964 Hague Club consolidation the United States partici- 
pated fully and agreed to a refunding of credits substantially on Hague 
Club terms. The 1964 Hague Agreement provided for the refunding of 
$250 million in arrears accumulated since 1961. The 1961 consolida- 
tion arrangements were to be continued in effect and were not included 
in the 1964 agreement, with the exception that payments due in 1964 
and 1965 under the 1961 arrangement were reduced from 70 percent of 
the agreed amount to 50 percent for 1964 and to 35 percent for 1965. It 
was further agreed to refinance 70 percent of the obligations falling 
due between January |, 1964 and December 31, 1965 to the extent that 
they had been registered with the Brazilian authorities before the end 
of 1963. That is, 30 percent only of the principal was to be repaid in 
1964 and 1965 and that the balance would be amortized over a 5-year 
period beginning January 1, 1967 for 1964 obligations and beginning 
January 1, 1968 for 1965 obligations. The additional refunding credits 


9. On March 25, 1963, the White House released the correspondence embodying the results 
of the discussions (State Department, Bulletin, April 15, 1963, pp. 557-61). 
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by the European countries amounted to about $62 million.!° Ameri- 
can and European banks provided additional finance of $80 million 
and $58 million, respectively. !! 

In accordance with this understanding the Ex-Im in two trans- 
actions consolidated $73 million. Payments on the consolidation 
credits to the Ex-Im and the European creditors have been made in 
accordance with the agreement. 

The IBRD did not refund the obligations of Brazil due to it. Brazil’s 
outstanding debt to the Bank was $193.3 million ($4.8 million undis- 
bursed, June 30, 1964). Interest rates varied between 4.25 and 6 percent 
and maturities ranged from 15 to 25 years, so that annual payments of 
principal and interest were about $20 million per annum in 1965 and 
the following years. Instead of refunding, the Bank made new loans in 
1965 and 1966 amounting to $229.1 million. These long-term loans 
had grace periods of 5 to 6.5 years so that principal repayments would 
not be due until 1971, corresponding with the period of beginning 
repayment on the Hague Club arrangements. 

Had the IBRD loans been entirely for foreign exchange costs they 
would not have provided debt relief. These loans were primarily for 
power production, and allowed a preference to local bidders in lieu of 
customs duties so that a good part of the construction work and equip- 
ment was provided by Brazilian producers. The Bank loaned dollars 
to cover local currency costs, and the loan agreements specifically 
provided “withdrawals from the Loan Account in respect of expendi- 
tures in the currency of the Guarantor or for goods produced in (in- 
cluding services supplied from) the territories of the Guarantor shall 
be in dollars or such other currency or currencies as the Bank shall 
from time to time reasonably select.” !2 Likewise the livestock devel- 
opment loan of $40 million (1961) financed an agreed percent of the 
cost of loans to livestock producers. A considerable portion of the 
goods supplied was probably of local origin and, to the extent that it 
consisted of imports, they were imports which had previously been 
paid for or otherwise financed. A 1968 loan for highways ($26 million) 
covered 40 percent of the cost of construction of roads by Brazilian 
states. In effect then, without formally rescheduling the Brazilian debt 
to the Bank, the large amount of local currency payments financed by 

10. IDB, European Financing, p. 104. 

11. Banco do Brasil, Re/atorio, 1965, pp. 55—S6. 

12. See Loan Agreement between IBRD and Central Electrica de Furnas, 1965 (Loan 403 BR). 


Similar provisions were included in other Brazilian power agreements, e.g. Loans 475, 476, 477, 
478 made in 1965 and 1966, and in subsequent agreements, e.g. in 1968 Loan 565 BR. 
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the Bank’s loans subsequent to 1965 has indirectly refinanced these 
credits for an additional 20 years. 


Current Situations and Prospects 


An attempt to appraise the Brazilian debt situation is complicated 
by the lack of comparable data. The distinction between public and 
private obligations is blurred when some private indebtedness has 
been guaranteed by public authorities and much of it has been con- 
tracted under assurances of exchange availability, though not of the 
applicable rate. Since the private debt now on the books has been 
contracted at various times under different regulations, there is 
probably considerable legal uncertainty as to the government’s obli- 
gation. 

The available data are summarized in Table 20, but they should not 
be regarded as definitive or consistent as explained in the notes to the 
table. The higher figures for 1970 in column A include some $1.6 billion 
“capital loans” to private firms,!5 which are relatively short term. 
Ordinary short-term commercial and banking credits outstanding to 
American concerns alone were about $400 million at the end of 1969. 

As of the beginning of 1970, bilateral governmental credits were 
reported as $1,989 million, as part of the $3.5 billion shown in column 
B. U.S. agency credits including undisbursed as of that date were 
$1,852 million. These credits included private obligations which had 
exchange assurances. Of the disbursed outstanding of $1,455.6 mil- 
lion, $789 million was AID, $101 million in dollar repayable P.L. 480, 
$522 million of Ex-Im, and the balance military and CCC credits. As 
of the end of 1970, the total disbursed outstanding to U.S. agencies 
was $1,504 million. 

Debt service in 1971 is of the order of $400—600 million, depending 
on inclusions and exclusions. On the basis of balance of payments 
figures, amortization of government and central bank debt was $405 
million in 1969, and of private long-term debt, $188 million. Interest 
was about $206 million for both. These gross amounts were offset by 
disbursements of $419 million on loans to government and $469 
million to private firms. !© Part of these amounts was new credit and 


13. See IBRD, Annual Report, 1971, p. 65. 

14. Bank of Londonand South America, Review, Feb. 1971, p. 93. é ; 

15. These are loans to supply working capital, denominated in foreign currencies but convert- 
ed into cruzeiros, with guarantees of repatriation, but not of rates. For a brief statement of con- 
ditions see IMF, Exchange Restrictions, 1971, pp. 57-58. 

16. IMF, Balance of Payments Yearbook, vol. 22, Feb. 1971. 


CASE STUDIES: II. BRAZIL 127 


Table 20. Brazil: Approximate Principal of Debt and Debt Service, 1956-70 
(Millions of Dollars). 





A B 
Principal Service Principal Service 

1956 1,400 

1962 3,800 

1963 396 

1964 3,167 381 

1965 3,257 400 44] 
1966 3,051 465 PETS 474 
1967 3,201 559 3,103 580 
1968 3,469 3,426 391 
1969 4,310 3,496 388 
1970 [4.403] [550] 3,522 n.a. 


Source: IBRD, and Bank of London and South America, Review, Feb. 1971, p. 93. From the 
available data, it is impossible to construct a complete or consistent time series on Brazilian 
public debt. Column A, from IBRD data, includes undisbursed debt and includes some or all of 
the private debt, whether or not fully guaranteed. Column B data, a recent IBRD revision, in- 
clude nonguaranteed debt of the private sector. Undisbursed amounts of U.S. government cre- 
dits are included, but undisbursed amountsof supplier credits and loans by other governments to 
the public sector are excluded. As of Dec. 31, 1969, about $800 million of credits was undis- 
bursed. The figure given in column A for 1970 is based on data from the exchange authorities, 
but may not be consistent with other figures. As of June 30, 1970, the reported figure was $4,907 
million and debt service was estimated at $600 million. The figures may include some shorter- 
term debt. 


part probably a roll-over of bank credits. Most of the consolidation 
debt of 1965, except the Ex-Im credit, has been paid off. 

As noted, Brazil has met service requirements on its debt since the 
1965 consolidation. The U.S. government has provided (June 30, 1965 
to June 30, 1970) in AID program loans $566.6 million and in P.L. 480, 
$111.9 million. This balance of payments assistance helped pay debt 
service. Total credits and grants to Brazil in this period were about 
$1.6 billion. 

The Brazilian economic situation has improved considerably since 
1966. GNP at constant prices has grown. Exports in 1970 were $2.3 
billion, $560 million higher than in 1966. The trade balance has been 
positive ($300 million in 1969 and 1970). The large current account 
deficit ($502 million in 1970) was partly a matter of debt service and 
remission of profits. Foreign exchange reserves have increased from 
$368 million in December 1966 to $1,477 million in January 1972, thus 
providing some cushion against adverse developments. Exports of 
iron ore and minor products have increased and there has been some 
improvement in coffee prices. 

Inflation has been the principal factor in Brazil’s exchange and debt 
problem. While the rate has decreased from earlier periods, it still is 
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20 percent a year. Governmental and private borrowing has risen 
rapidly. If inflation can be controlled and the program of gradual 
stabilization proves successful,!7 the Brazilian economy can further 
develop its resources, and with appropriate devaluation, its exports. 
Its debt will be more manageable, even though the debt service ratio is 
likely to be quite high, say 20 percent. Steps have been taken to control 
the increase in debt. Some of the debt can be further rolled over at a 
price. The AID portion will require only small service. Unfavorable 
political or economic conditions could check the flow of capital and 
aid, and could adversely affect debt-servicing capacity. For the im- 
mediate future there appears to be no need for further refunding. 


ii Coie 


Economic Situation 


Chile has had a long history of debt difficulties related to the persis- 
tent inflation and recurrent balance of payments deficits, financed by 
incurring greater debt. 

Inflation has continued for well over a hundred years, though halted 
for brief periods by several attempts at stabilization. The rate of infla- 
tion cannot be precisely measured. Roughly prices (home and import 
goods, 1963 = 100) were in July 1971 about 360 times the 1948 level 
and 13 times the 1961 level. Consumer prices were about 380 times the 
1948 and 12 times the 1961 levels. In the 12 months to July 1971 prices 
had increased by almost 10 percent and consumer prices by 28 percent. 
Between the end of 1970 and March 1972 consumer prices had risen 
by almost 39 percent and general prices (to January 1972) by 21 
percent. ! 

The inflation has resulted from unbalanced budgets (including the 
autonomous agencies) which have shown a deficit in almost every year 
over the last 30. Private sector borrowing has also contributed signifi- 
cantly, and has been facilitated by the negative real interest rate pre- 


17. For a discussion of the program see Alexandre Kafka, “The Brazilian Stabilization Pro- 
gram, 1964-66,” Journal of Political Economy, 75 (Aug. 1967): 596-631. 
- 


1. An attempt to relate price changes over a long period is rendered practically impossible by 
shifts in the base of the index numbers, and splicing is particularly unsatisfactory when the index 
number on a given base is very large or very small in comparison with the index number on an- 
other base. 
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vailing for many years. Periodic escalation of wages, savings deposits, 
mortgage payments and social security, with changes in the cost of 
living index, has been a built-in factor for further inflation. 

The Chilean balance of payments depends in large part upon copper 
export receipts which form two-thirds to three-fourths of the total 
receipts. With the heavy investment program the goods and services 
account has been in deficit annually, at least since 1955, though there 
were surpluses on trade account in 1959 and 1965-69. Heavy payments 
of interest and amortization and the remission of earnings of foreign 
enterprises have been important factors in this deficit. The deficits 
have been met largely by new borrowing. In the recent period to 1969 
the rise in the price of copper and the increase in production favorably 
affected Chile’s exports,? but debt service also increased. Chilean 
foreign exchange reserves increased from $162 million at the end of 
1968 to $396 million in September 1970, but fell to $84 million in 
January 1972. They may now be as low as $45 million. 

Chile has had a variety of exchange systems, but in recent periods 
there has been a “fluctuating” rate in a dual market, one for trade and 
government transactions and the other, for private invisibles. In the 
trade market the rate of exchange has increased from 7.67 escudos per 
dollar at the end of 1968 to 15.8 in February, and 25 in October 1972.3 
Over the 23-year period since 1948 the escudo (1,000 pesos) has fallen 
to about 1/1000 its earlier value. 


Chilean Debt and Refunding 


Bond refundings. Chile began to borrow abroad, principally by 
bonds floated in England, shortly after independence. These bonds 
went into default in 1826. In 1840 there was a readjustment of the old 
debt. From 1880 to 1884 there was a moratorium on all external debt. 
There were successive new and refunding issues, and prior to the 
depression Chile borrowed heavily in the American bond market. 
These issues defaulted on interest and principal in 1931. In the fol- 
lowing years, when the bonds were selling at low prices, Chile used its 
available exchange to “‘repatriate” the bonds, rather than to meet 
contractual payments. In 1935 the outstanding amount was refunded 
to a 30-year issue with interest payments of from 0.6 to 2 percent. Half 

2. In 1971, however, copper prices and production fell sharply. 

3. The nontrade rate moved from 8.7 to 28 escudos per dollar as rates were bid up with the 
flight of capital. With the many changes in the exchange system a comparison of rates is practi- 


cally impossible. The ratio in the text is based on the free market rate. On the official or trade mar- 
ket basis the ratio would be 1/488. 
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of the receipts accruing to the debt fund were to be used for retirement 
and half for interest payments. This arrangement was not satisfactory 
to the creditors, and in 1948 a new settlement was reached, with inter- 
est payments at 1.5 to 3 percent for various issues. The amount of 
bonded debt now outstanding, on which interest payments have been 
made (average of 2.3 percent) is about $82 million, of which about 
half is owed to American investors and the balance to British, Swiss 
and other holders. 


Chilean debt problem, 1953—70. Over the last 15 years Chilean exter- 
nal public debt has increased from $322 million at the end of 1953 to 
$2.2 billion at the end of 1969, including undisbursed of $493 million. 
Excluded from this amount, however, are private unguaranteed debts 
of the order of $275 to $300 million. 

The growth of the public debt and the increased cost of servicing 
are shown in Table 21. Debt service in 1968 was 172.6 million, 18.4 
percent of exports and 16 percent of exchange receipts. With increased 
payment due in 1969 and 1970 under the refunding arrangements, 
total debt service was higher. President Allende Gossens is reported as 
placing the outstanding debt in 1971 as over $3 billion, with service in 
1971 of $300 million and in 1972 and 1973 of $400 million, between 30 
and 40 percent of exports.4 The figures may not be comparable with 
the table data, and probably include short-term debt since long-term 
loans in 1970 were quite small. 

Of the total debt (as of January 1, 1970) $1,192.6 million was owed 
to governments, of which $946.6 million was to the United States, 
including some loans to private entities, which may be unguaranteed. 
Debts to other governments included the refunding by the govern- 
ments, in 1965, of debt owing to their nationals, most of which had 
been previously guaranteed. Supplier credits were about $364.3 mil- 
lion, bond issues, $82 million, and the balance of the private debt 
consisted of bank credits and other obligations. Total privately-held 
debt was about $709 million. The IBRD had outstanding loans of 
$152 million, the IDB, $79.7 million, and IDA, $19 million. 


Refinancing, 1961-64. Prior to 1965, when there was a general debt 
refunding, Chilean debt was in part refinanced bilaterally, and funds 
were secured to meet accruing debt payments by further borrowing. 
For example, the Ex-Im in addition to many project credits has pro- 
vided loans for ‘“‘machinery and equipment” or capital goods, $62.5 


4. New York Times, Nov. 10, 1971, p. 12. 
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Table 21. Chilean Public and Publicly Guaranteed Debt Outstanding, Including 
Undisbursed, and Debt Service, 1956—70 ( Millions of Dollars). 


Debt Debt Service 


1956 351.0 50.0 
1957 378.7 53.4 
1958 417.1 $1.2 
1959 419.4 60.5 
1960 541.6 78.3 
1961 553.4 117.9 
1962 751.6 127.0 
1963 877.8 99.9 
1964 992.9 122.9 
1965 1,073.0 120.6 
1966 1,138.2 129.7 
1967 1,336.3 123.0 
1968 1,830.5 172.6 
1969 1,842.9 n.a. 
1970 DED DTA) n.a. 


Source: IBRD. 


million in 1957-59; $15 million in 1964. Loans to refinance prior U.S. 
purchases were made in 1961 ($15 million, of which $12 million was 
utilized), and 1963 ($15 million, both repaid). Following the May 1960 
earthquake, there was a sharp increase in the balance of payments 
deficit in 1961 to $286.7 million compared with $163.3 million in 1960. 
The United States financed import requirements for earthquake 
reconstruction to the extent of $110 million (AID, $100 million; 
Ex-Im, $10 million). In the same year the U.K. refinanced £2 million5 
and it is possible that other countries also made refinancing loans. 


Consolidation, 1965. At the end of 1964 Chile requested its creditors 
to consolidate some of the outstanding loans for the ensuing years 
since the contractual payments due in 1965 on public and government- 
guaranteed credits amounted to $242 million, about 40 percent of 
foreign exchange earnings. In 1966 the total was $275 million. In 
addition to the Paris Club members, the United States, Japan and 
Canada participated in the Paris meeting in the middle of the year and 
joined in the multilateral refunding of the Chilean debt. The IMF, 
IBRD, IDB and the OECD participated in the discussions. As part 
of the understandings reached by the Chilean government with the 
creditor countries and the IMF, the Chilean government proposed 
restraints on borrowing from the central bank, holding down the rate 
of inflation by other measures, and limiting new supplier credits to the 

5. Banco Central, Memoria Anual, 1961, pp. 177-80, 202-03. 
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amount paid off. Measures taken were to be reported to the IMF for 
the information of the creditors. 

The multilateral arrangement provided for a consolidation of 70 
percent approximately of the principal falling due in 1965 and 1966. 
The arrangement covered principally the credits over a year extended 
to the Chilean government or its agencies, or with its guarantee, by 
exporters from the participating countries whose loans had been 
guaranteed by their respective credit agencies and, to some extent, 
credits which had previously been granted by governmental insti- 
tutions. ® 

The Paris agreement provided that individual arrangements were 
to be made by the Chilean government and central bank so as to adapt 
the consolidation to the requirements of the individual countries. The 
subsequent negotiations resulted in varying amounts of debt consoli- 
dated. The agreement contemplated that about $136 million of prin- 
cipal falling due in 1965 (of the total of $194 million) and $162 million 
due in 1966 would be deferred for repayment in 5 years beginning 1968 
and 1969 respectively. Interest on the old obligations continued at the 
contractual rates, and varying rates were applied to the consolidation 
credits. 

The specific bilateral implementing agreements gave Chile addi- 
tional relief. While most refunded 70 percent of principal, the Ex-Im 
consolidated 75.4 percent of principal in 1965 and 72.8 percent of 
amounts due in 1966. The Export-Import Bank of Japan refinanced 
100 percent; Canada, 88 percent for 1965 and 77 percent in 1966; 
Germany refinanced 70 percent of capital plus the accruing interest, 
and in addition provided other loans. Refunding procedures also 
differed somewhat. Most of the creditors extended new loans to the 
government or central bank in amounts equal to the deferred pay- 
ments. In the cases of the U.S. (Ex-Im), Belgium and the Netherlands, 
the central bank paid 30 percent of the principal and the creditor 
debited the consolidation credit for the rest. In the Ex-Im agreement 
it was provided that if payments were made directly in full by the pri- 
vate obligors, the Ex-[m would pay to an account of the central bank 
with a U.S. commercial bank, the 70 percent refunded. 

The net result of the renegotiation was that Chilean principal pay- 
ments on the debts covered were reduced to $46.2 million in 1965 and 
$46.9 million in 1966. When payment was resumed in 1968, however, 


6. For the terms of the Paris agreed minute and subsidiary agreements, see Banco Central, 
Boletin Mensual, Nov. 1965, pp. 1588-90; Dec. 1965, pp. 80-83, 135-49. 
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amortization increased by $27 million, and in 1969 and 1970 by about 
$57 million. The consolidation did not apply to long-term credits 
extended by the international institutions or the governments gener- 
ally. Ex-Im, however, consolidated $40 million and AID extended the 
maturity of its $10 million program loan of 1958. Service on all long- 
term public debt was $120.6 million in 1965 and rose to $172.6 million 
in 1968. In 1970 debt service may have been about $200 million. A 
figure as high as $300—400 million has been reported as payable in 
1972, but this may include short-term obligations and IMF repur- 
chases due. 

The Chilean stabilization effort was helped by a Fund standby of 
$36 million in 1965 and drawings in subsequent years. Drawings and 
repurchases have reduced the net credit from the Fund to $39.5 million 
(September 1971). In 1965 the Treasury provided $16.1 million in an 
exchange agreement, parallel to the Fund. American commercial 
banks gave a 4-year credit of $45 million (December 11, 1964) pro- 
bably to refund short-term debt not included in the consolidation. 
British banks also gave new loans, and the K.f.W. provided $25 
million. 


Economic Assistance and Debt 


Since the 1965 consolidation, Ex-Im loans to Chile have been for 
projects, largely to private copper companies, but also for steel, jet 
planes and chemical and industrial plants. The IBRD has given loans 
for power, roads, agriculture and education. IDB ordinary capital 
loans have been mostly to industry. 

AID has provided a total of $340.2 million in program assistance 
of a total of $455.4 million (1963-70) in addition to the earthquake 
reconstruction loan of $100 million, which was used largely for bal- 
ance of payment purposes. P.L. 480 has aggregated $261.9 million, of 
which $89.3 million is dollar repayable and the balance in grants or 
sales for escudos (pesos). By financing part of Chilean import require- 
ments AID facilitated debt service, which, however, was considerably 
larger. Total U.S. assistance to Chile, (FY 1962-70) has been about 
$1.3 billion. 


Current Situation 


As mentioned above, the Chilean government anticipated a debt 
crisis in 1971 and later years, since debt service will take 30—40 percent 
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of export receipts. Dr. Allende stated that Chile would continue to 
pay, but the creditors would be asked to “renegotiate the debt 
structure.” 

The Chilean economic situation has deteriorated rapidly in the last 
two years. Precisely how much is difficult to estimate for lack of data, 
some of which are not currently published. The money supply doubled 
between mid-1970 and 1971 as did government borrowings. The rise in 
prices is, however, not unusual for Chile. With the take-over of the 
copper mines, production was reported as sharply decreasing but has 
subsequently recovered. Copper prices fell about 25 percent in the 
last year. Undoubtedly the Chilean balance of payments has further 
deteriorated. The inflow of capital has practically ceased, though Chile 
has announced receiving credits of $250 million from socialist coun- 
tries in the last year. 

Chilean debt as of 1971-72 was more than double the 1965 figure. 
The total government and guaranteed debt to governments was about 
$2.6 billion, including some undisbursed amounts. There were several 
hundred millions of additional private obligations. Total debt figures 
as high as $3.7 billion have been reported, but there is no practical way 
of reconciling data. IBRD data as of the beginning of 1970 showed a 
total of $2.2 billion of long-term debt. More than half was to govern- 
ments, $1.2 billion; supplier credits were given as $364 million; bank 
credits, $144 million; IBRD and IDB loans, $226 million; and other, 
$300 million. These figures are much lower than those discussed in the 
refunding meetings, though it is not clear how much debt may have 
been contracted in the interval. The intergovernmental refunding 
arrangement of 1972 applies to government and exporter credits, most 
of which have been guaranteed in the creditor countries. Bank ar- 
rangements were a separate negotiation. 

The United States is the largest creditor. As of June 30, 1971 gov- 
ernment disbursed credits stood at $869.9 million; Ex-Im, $307.5 
million; AID, $497.9 million; CCC, $45.2 million; and military 
credits, $10.3 million. American private banks had short-term claims 
of $111 million and long-term of $97 million (April 30, 1972). Non- 
banking concerns had long-term claims of $126 million and short 
term, $48 million (December 31, 1971). Debt arising from nationali- 
zation is not included in the U.S. data. 

Terms of the debt varied considerably. Based on reported service 
payments in 1968, supplier credits required annual payments of a 
third of principal; government credits from all countries, 8.1 percent; 
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and international institution loans, 13.4 percent. The Chilean govern- 
ment estimated contractual service of $300 million in 1971 and $400 
million in 1972. This estimate seems reasonable. 

The Paris Club met in February 1972 to consider the request for 
relief. The Chilean government was reported in the press as seeking a 
consolidation of amounts due 1972-75 with repayment over ten years 
starting 1976. It also asked for new credits to tide it over immediate 
difficulties. Action taken was clearly a stopgap. The ‘“‘memorandum 
of understanding” of April 19, 1972 recommended that the govern- 
ments reschedule 70 percent of interest and principal falling due from 
November-December 1971 to the end of 1972. The rescheduled 
amounts are to be repaid over an 8-year period, including 2 years of 
grace. The creditors also stated their willingness to examine the Chil- 
ean request for a rescheduling of 1973 debt service ‘“‘at the end of this 
year in the light of the Chilean economic situation.”® The amount 
deferred is about $280 million for the 14-month period. Debt covered 
includes obligations to government agencies and supplier credits, 
which were mostly insured by public agencies. The governments will 
pay off, or have paid off, their nationals, and will receive payment in 
due course. Unlike 1965, accrued interest as well as principal is in- 
cluded. The “understanding” is not self-executing, so that Chile must 
make bilateral agreements with the creditors to cover relief on the 
variety of debts. France, Belgium and Spain have signed agreements. 
Others are likely to follow. 

The United States wished to have the agreement contingent upon 
assurance of full payment for the nationalized mining and other pro- 
perty as well as Chilean agreement with the IMF on financial policies. 
Chile accepted the principle of paying “just compensation for all 
nationalization in accordance with Chilean and international law,” 
a phrase which may lead to negotiation. What progress will be made 
toward stabilizing the Chilean economy remains to be seen. 

A separate agreement was made between Chile and a group of 30 
American banks, which gave loans aggregating $160 million to cover 
payments due them over a 15-month period to the end of 1974. Debts 
of public and private obligors are included. In 1972 and 1973 repay- 
ment will be 5 percent of principal, with the amount rising to 10 
percent in 1975 and thereafter until the total is repaid.!9 Probably 

7. U.S. Treasury, Bulletin, Oct. 1971, pp. 95-98, 105—08. 
8. New York Times, Nov. 10, 1971, p. 12. 


9. Paris Press Release, April 19, 1972. 
10. Chile, Office of Information of the Presidency, The Chilean Report, June 1-15, 1972, p. 7. 
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other agreements will be made with banks in other countries and with 
governments not in the Paris Club. 

Refunding of 70 percent of the debt service due to governments and 
the conversion of short-term banking loans to longer term will greatly 
relieve pressure on the Chilean balance of payments for the next few 
years. Settlement of the nationalization problem could possibly re- 
open the flow of private and public capital to Chile. There is little 
reason to expect that inflation will be halted for long or that budgetary 
difficulties can be avoided. The basic problems remain. While Chile 
has obtained financial assistance from other Latin American coun- 
tries and from “socialist countries,” these sources can offer only tem- 
porary relief. The creditor governments will in practice have to agree 
to successive refundings in the coming years or face outright default. 


IV. TURKEY 


Background 


Aside from minor reschedulings, there have been 3 general refund- 
ings of Turkish external debt in the last 10 years, and additional action 
may be needed in the future. 

Turkey has had a large current account deficit for the last 20 years, 
with imports exceeding exports by varying amounts, sometimes as 
high as 100 percent but generally about 50 percent higher. In 1970 the 
trade deficit was $262 million (f.0.b.) compared with exports of $578 
million. Prices have risen steadily. The government budget has been 
in continual deficit, monetary circulation has increased with lending 
to the government by the céhtral bank and expanding loans by the 
banks to the private sector. Despite the persistence of inflationand the 
payments deficit, the lira has been devalued only in 1946, 1959-60 and 
1970, neglecting the multiple currency arrangements, 1953-59, which 
attempted to give an export incentive but retained a low rate for the 
dollar and other currencies for imports. 

The Turkish development program has been directed to greater 
industrialization of an agricultural economy, partly through the 
establishment of state (or mixed ownership) industrial and mining 
enterprises, with considerable external finance and technical assist- 
ance. The task has been formidable, but results appear in the annual 
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rise of about 3.5 to 4 percent in per capita GNP at constant prices, a 
relatively high rate in comparison with other developing countries (not 
oil producers) and many of the industrials. ‘“The basic problem is that 
Turkish industry is by and large over-protected from foreign compe- 
tition. This has led to costly, inefficient production, resulting in a 
product which is noncompetitive in the world market. Consequently, 
most Turkish industry has preferred to concentrate on the domestic 
market rather than to undertake the modifications necessary before 
export sales are possible... .”! The balance of payments continues to 
depend on the export of agricultural and some mineral products, and 
in recent years on the earnings of Turkish labor working abroad. 

The massive economic assistance to Turkey by the United States 
and in recent years other NATO countries has obviously been related 
to strategic interests. U.S. aid has been on a grant or soft loan basis 
and the more recent European credits have been on easier terms than 
the earlier supplier credits which created the serious debt crises, 
though the recent European credits are in good part refundings of 
debt. Assistance has taken the form of loans for development projects, 
but almost as much for financing imports of consumption goods and 
materials and supplies needed to keep the economy going. European 
countries, the European Monetary Authority, the European Invest- 
ment Bank and the IBRD have in the 6-year period, 1963-68, provided 
about $1.8 billion equivalent on a gross basis, though this amount 
involves considerable double counting since it includes debt relief by 
the granting of new credits. Total U.S. aid to Turkey from 1946 to 
1970 was $5.8 billion, of which $4.3 billion was in grants, including 
military grants of $2.9 billion. The loan portion was almost wholly on 
soft terms. 


Turkish External Debt 


The public and publicly guaranteed long-term debt of Turkey has 
mounted rapidly and is now almost 6 times what it was in 1958—59 
when the first general refunding occurred. The present debt, however, 
includes a larger amount of concessional term debt, so that service is 
proportionally lighter, though still onerous in comparison with Tur- 
kish earnings of foreign exchange. Pre-1958 debt was largely on sup- 
plier credit terms though the United States had provided loans on 


1. Maurice J. Williams (AID) in House Committee on Appropriations, Hearings, “Foreign 
Assistance and Related Agencies Appropriations for 1970” (1969), p. 1035. 
2. Ibid., p. 1036. 
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relatively easy terms (Marshall Plan terms) between 1948 and 1953, 
$85 million compared with grants of $140 million, and in the subse- 
quent period prior to 1962, loans both for projects and import finance 
were made repayable in liras. 

The growth of the Turkish debt is illustrated by Table 22, which 
shows the approximate principal outstanding (commitments less 
repayments) from 1955 to 1970 and estimated actual service payments. 
The data for principal are probably not entirely consistent (based 
largely on Turkish submissions to the IBRD), and the large changes in 
service payments reflect refundings, i.e., when a short-term debt is 
repaid and a new debt of equal amount (or an agreed fraction) is sub- 
stituted, the payment of the old debt appears as amortization, as it 1s in 
accounting, even though the actual principal is unchanged. 

Of the total of $2.2 billion of debt at January 1, 1970, $1.6 billion 
was owed to governments, more than half to the United States, with 
Germany and the U.K. as the other largest creditors; $462 million to 
international, mostly European regional organizations; and $73.2 
million to suppliers and private financial institutions. The outstanding 
loans from the United States, Britain, Canada and Japan have rela- 
tively light terms, the others require service of between 10 and 20 
percent per annum, though they are shorter-termed in form than in 
substance. 

Total U.S. official credits disbursed and outstanding amount to 
$1,226.5 million (December 31, 1970), of which $759 million is dollar 
repayable and the rest lira repayable. Of the dollar-repayable Ex-Im 
is owed $17.2 million and P.L. 480, $45 million, and the balance is 
owed to AID and predecessor agencies. Payments of dollar principal 
have been made to Ex-Im and on the dollar repayable P.L. 480. Prin- 
cipal, except for some small amounts, and some interest, have been 
deferred on the AID-type loans. 


Refunding, 1956—58 


The modern} refundings of Turkish debt began in 1956 and 1957, 
when a number of specific obligations were rescheduled by the United 


3. For a discussion of the earlier refundings of Turkish debt under the Ottoman Empire see 
William H. Wynne, State Insolvency and Foreign Bondholders (New Haven: Yale University 
Press, 1951), 2: 393-526. The older Turkish debt defaulted in 1875, was rescheduled in 1881, 
when it amounted to $252.8 million including interest, under an agreement to permit a foreign 
public debt administration to collect and administer the pledged revenues on behalf of the bond- 
holders. This debt was readjusted in 1901 and payment was suspended to the Allies in 1914. The 
principal creditors were the French and British. The Lausanne Treaty and related arrangement 
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Table 22. Approximate Turkish Public Debt Outstanding, Including Undis- 
bursed, and Debt Service Payments, 1956—70 ( Millions of Dollars ). 


Outstanding 


principal Debt service 

1956 249.0 

1957 241.1 ES 
1958 250.1 10.0 
1959 363.6 8.9 
1960 864.8 49.3 
1961 813.0 172.4 
1962 910.5 98.7 
1963 941.4 83.0 
1964 1,039.6 76.8 
1965 1,198.9 147.8 
1966 1,324.5 120.0 
1967 1,562.5 106.4 
1968 1,743.7 103.1 
1969 1,979.4 134.1 
1970 2,181.3 n.a. 


Source: IBRD. Later figures are probably more nearly accurate than earlier. Principal is 
stated as of Jan. 1; service is for the calendar year. Principal and service on short-term debt is 
excluded. Principal increased by some $200 million in 1970. 


States and some European countries. Some of these were plainly stop- 
gap measures. By agreement, some of the creditor countries withheld a 
portion of the proceeds of current Turkish exports to repay part of the 
accumulated arrearages, a procedure which left less free exchange to 
pay others. The EPU deficit was refunded as a loan. The United 
States postponed payments due under the Marshall Plan loans in 
1958-63 to 1968—later postponed again. Credits were secured from 
central banks, secured by gold. 

The situation was described at the time: “It became clear at the 
beginning of the year that Turkey’s extensive and wasteful invest- 
ments gave bad returns in the form of unstable money, inflation, 
high cost of living, disappearance of essential foodstuffs, low returns 
in agricultural and industrial production and general discontent.’’4 

The Turkish external debt had mounted rapidly after 1950, and by 
January 1, 1958 it appears amounted to about a billion dollars, in- 


of 1923 and 1924 assigned 66.2 percent of the debt of the Ottoman Empire to the Republic of 
Turkey. An agreement was reached on payments by Turkey in 1928, but Turkey in 1930 reduced 
payments to a third. In 1933, there was a new refunding issue by the Republic and in 1940 pay- 
ment on the sterling issue was suspended. In 1958, the payments on the bonded debt were sus- 
pended along with commercial debts. Subsequently settlements were made with the British and 
French bondholders. The now outstanding bonded debt of Turkey apparently consists of Bel- 
gian, German and Italian loans made in 1964 to 1966 to refinance Turkish debts, though re- 
funded Ottoman debt may bea part. 
4. Britannica Book of the Year, 1959, p. 693. 
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cluding short-term credits. The payments due on this debt in 1958 were 
$371 million, an amount larger than total Turkish exports in 1957 or 
expected in 1958. Turkey suspended payment on its commercial debt 
($476 million) in 1958 and called upon the creditor countries to refund 
payments coming due within the next 5 years amounting to some $400 
to $450 million in commercial credits alone. 


The 1958—59 Consolidation 


Turkish negotiations with the Managing Board of the EPU and 
the OEEC, and consultation with the IMF ran from April to Septem- 
ber 1958. It was agreed that as conditions to the provision of addi- 
tional aid and refunding of debt, Turkey was to adopt a stabilization 
program and devaluation, which, however, became fully effective only 
in August 1960 when a par of 9 liras to the dollar replaced the 2.8 rate. 

The OEEC Council sent a mission to Turkey in June of 1958, anda 
conference between Turkey and the thirteen members of the OEEC 
and the U.S. discussed financial assistance to Turkey and refunding of 
the debt from September 1958 to May 1959. The United States was 
not a member of the OEEC but was represented at this meeting, and 
the debt arrangements for the American creditors were substantially 
the same as for the Europeans. In the discussion of the debt, however, 
the European countries could act for their nationals since official 
agencies of the government had, for the most part, insured or guaran- 
teed the commercial credits under their regular systems, so that the 
governments were obligated to make payment in any event. The 
American private credits were not guaranteed by the government, 
and the government could not make any agreement that was binding 
on its nationals. 

The agreement applied only to credits arising from trade or services 
delivered before August 5, 1958 and which had payment falling due 
before January 1, 1964. Loans made by governments to Turkey and 
various other special transactions including barter deals were speci- 
fically excluded from the refunding. Central bank credits to Turkey 
were rolled over, and the EPU credit was refunded to an EMA credit. 
The refunding of short-term debts to longer-term obligations proba- 
bly accounts for the rise in 1960, shown in Table 22. 

The Turkish obligors were required by the agreement between 
Turkey and the OEEC governments to pay their debt in Turkish liras 
as it accrued between 1959 and 1964. The Turkish central bank and 
government agreed that they would transfer to the creditors $15 
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million in 1959, $20 million in 1960, $25 million in 1961, $30 million 
in 1962, and $35 million in 1963, and that in the sixth year payments 
were to be one-seventh of the amount then outstanding, and similar 
amounts for an additional 6 years. The payment period was in this 
way spread over a period of 12 years until 1969. Each of the creditor 
countries was to receive a percentage of the annual payments, the U. S. 
share being 18 percent, the German, 22.6 percent, the U. K., 28.3 
percent, and smaller percentages for the other creditors. The post- 
poned payments were to accumulate interest at 3 percent per annum 
until the final settlement.5 

The United States delegation to the Conference worked out the 
details of the settlement with the American creditors. The Turkish 
government (June 5, 1959) sent a note to the American Ambassador 
setting forth the terms of repayment, similar to those of the OEEC 
Agreement. In his response of the same date (note No. 2650) the Am- 
bassador welcomed this “statement of intentions” and indicated that 
the Department of Commerce would check the claims, and that pay- 
ments were to be made through the New York Federal Reserve. The 
total U. S. claims were approximately $60 million (later found to be 
$83 million) with 133 separate creditors. Under the schedule of the 
general agreement Turkey was to pay $2.6 million to the U. S. in 1959 
and rising amounts to 1963. Of the amount paid by Turkey to the 
United States, there was agreement that the small creditors would be 
paid off in the first year, while the large creditors would grant an addi- 
tional year of moratorium. In this way all but a dozen of the claims 
were to be settled in the first year.® 

Along with the debt settlement the OEEC members agreed to pro- 
vide assistance to Turkey in the form of balance of payments loans. 
The 5.75 percent loans were to be available for payments in the EPU 
monetary area and were to be amortized in 11 equal semiannuals 
beginning January 1964. The total provided by the participating mem- 
ber countries was $73 million equivalent. As part of the arrangement 
also the United States agreed to provide $100 million, of which $25 
million was to be in grants and the balance in loans, one-half by the 
DLF and the other by Ex-Im. The EPU made a loan of $25 million 
and the IMF allowed drawings of $25 million, so that under these 
arrangements a total of $223 million in program assistance was pro- 
vided for. The United States, however, supplemented the original 

5. OEEC, “The Work of the Conference on Financial Assistance to Turkey and on Turkish 


Debts,” (Paris, 1959). 
6. Foreign Commerce Weekly, June 15, 1959, pp. 2, 35. 
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assistance by a P. L. 480 local currency sale of $15 million, defense 
support of $75 million, and $44 million in the form of additional debt 
relief of the principal and interest on three ECA-MSA loans. The 
United States, therefore, provided about $190 million in commodi- 
ties plus $44 million in the form of official debt postponement. 
(There was something of a numbers game of what to include in the 
columns of the tables and what in the footnotes.) Of the $73 million 
of bilateral credit from the Europeans, Germany provided $50 
million and Germany was to receive 22.6 percent of the debt payments 
in each of the rescheduled years. The United States, on the other hand, 
provided 60 to 75 percent-of the aid, depending on how computed, 
and received only 18 percent of the debt payments. 


OECD Consortium and Debt Relief 


After the 1958-59 consolidation it became quickly clear that the 
Turkish problem could not be regarded as a mere debt problem. The 
Turkish development program required the provision of external 
resources for projects, and there was no prospect that the current bal- 
ance of payments would improve to the extent necessary to service the 
debt. While the United States had been supplying aid on concessional 
terms for 10 years, which helped to pay off such of the debt as was 
actually reduced, the OEEC-NATO countries, which were the main 
creditors, realized that they could properly expect to bear part of the 
burden of financing the Turkish program. The result was the forma- 
tion of the OECD sponsored consortium in 1962 to coordinate aid and 
to secure, to the feasible extent, a softening of terms. Aid could be 
arrangéd in terms of the Turkish 5-year development plans, though 
any “pledges” had to be contingent upon legislative processes and 
institutional arrangements in other countries as well as in the United 
States. Consequently funds could not be provided simultaneously 
and Turkey has had to negotiate bilaterally the various project and 
program credits within the agreed targets. The donor countries as 
well as the IMF, which has had standby arrangements annually since 
1961, had a natural concern with the policies of the Turkish govern- 
ment, inflation, inability to pay for current imports and the mounting 
debt, so that there has been a continual dialogue between Turkey and 
the donors and IMF, or through the meetings of the consortium? 


7. For description, see W. F. Stettner, “The OECD Consortium for Turkey,” OECD Obser- 
ver, April 1965, pp. 1-7; John Hackett, ““The Turkish Consortium of OECD,” ibid., Oct. 1969, 
pp. 19-26. 
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three times a year, and the annual Fund consultation between the 
expiration of one standby and the agreement of the next. 

Debt relief and economic assistance have been inextricably con- 
nected in these discussions, and it is in practice quite difficult to deter- 
mine what the precise amounts were for any given year, though general 
action was taken in conjunction with the 1965 and 1968 meetings. 

Beginning in 1964 Turkey was obligated to repay in part the loans 
extended as refunding in 1958—59. Supplier credits had also increased. 
By mid-1964 total debt had increased to $1.3 billion and service in 
1965 was calculated as $216 million, almost half of Turkish exports 
in that year ($464 million). Debt service, which had been between 29 
and 40 percent of exports in the immediately preceding 5 years, would 
decrease only moderately over the following years, neglecting increas- 
es in service for debt contracted subsequently.® 

Since the European governments had succeeded to the claims of 
their nationals under earlier settlements, the 1965 situation presented 
the choice between additional program aid equivalent to debt service 
or direct refunding, or a combination. For the reasons outlined 
above,? individual countries took different measures. Some simply 
deferred payments due in 1964-69 to later dates. Others gave new pro- 
gram loans. The U.S. rescheduled payments due on Marshall Plan 
loans and provided $70 million in program assistance. The European 
Fund (EMA), whose earlier loans came due, was repaid but granted an 
equivalent in a new 5-year credit.!0 While the 1959 consolidation 
agreement was not modified, the creditors agreed to finance at least 
60 percent of debt payments due them so that debt relief was about 
$50 million per annum in 1965, 1966, and 1967, and in 1965 the actual 
relief was about $77 million on the governmental credits and the con- 
solidated supplier credits. 

The original payment schedule of some of the bilateral credits was 
to be resumed in 1968, but further adjustments were made in 1967-69 
by the consortium members, each in its fashion. The EMA has contin- 
ued to roll over its credit and has provided additional credits at the 
easiest permissible terms, 5 years including 3 years grace.!! The Bri- 

8. Union of Chamber of Commerce, Industry and Commodity Exchanges of Turkey, Eco- 
nomic Report, 1965, pp. 114-16. 

9. See chapter 3. 

10. The European Monetary Agreement is subject to renewal every three years, so that its 
loans must be relatively short term. EMA, Annual Report, 1964, pp. 96-97; 1965, pp. 96-98; 


1966, pp. 56-57. Cf. Pearson Report, p. 383. 
11. Annual Report, 1967, p. 62; 1968, pp. 64-65: 1969, p. 37. 
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tish have granted “goods and services” loans annually since 1966, 
generally with a term of 25 years including about 2 years grace at zero 
interest.!2 German credits have taken the form of debt relief, pro- 
jects and some program aid. Belgium has given loans for debt relief 
and new imports at 20 years, including 5 years grace at 3 percent. 
Announced Italian dollar credits have been at 4 percent with maturi- 
ties of 10 to 15 years.!3 The United States has postponed principal 
payments on its AID and related loans (only a small part of dollar 
amortization has been paid to date) and capitalized some interest pay- 
ments. Not all other relief terms have been made public. 


Conclusion 


Under the consortium arrangements, 1963-68, total assistance to 
Turkey, including IBRD/IDA/IFC, but not the IMF, has amounted 
to $1.8 billion, of which $1.1 billion was in the form of program loans 
and debt relief and $717 million in projects!4 (agreements signed 
basis). How much was actual financing of new imports and how much 
debt relief is problematic in view of specific donor country arrange- 
ments, nor is it entirely clear how much of the debt refunding is net, 
since some of the credits have been rolled over several times. There is, 
of course, little difference between a new credit to finance imports 
equivalent to debt payments to be received and a refunding arrange- 
ment except to the extent that the new credit is tied and, of course, it 
may have preferable ‘“‘announcement effects.”’ The U. S. share for the 
6-year period was $684 million, of which $401 million was in program 
loans. Germany was the next largest contributor with $232 million in 
debt relief and program loans and $43 million in projects. The U. K.., 
which was also a large creditor in 1958, has provided $89 million in 
program and $15 million in project credits. The other creditors have 
supplied smaller amounts as could be expected in terms of their rela- 
tive debt claims and smaller economies. Canada, on the other hand, 
which was not a creditor in 1958, has provided $23 million in project 
credits. Since the consortium got underway each creditor has refunded 
its claims directly or indirectly, though U. S. program loans and P. L. 
480 helped to cover some of the debt payments made in the earlier 
period. 

12. House of Commons, Civil Estimates, 1968-69, sup., p. 65; 1969-70, 2:56. 

13. Moody, Municipal and Government Manual (1970), p. 3578. In 1970 EEC granted $195 


million in financial aid over a 5.5-year period (JFNS no. 244, July 31, 1970). 
14. Hackett.**The Turkish Consortium,” p. 20. 
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Further refunding was agreed to in 1970. With the devaluation of 
the lira from 9 to 15 liras to the dollar in August 1970 and the financial 
program undertaken in conjunction, the IMF provided a standby 
credit of $90 million, and the OECD provided for credits of $115 mil- 
lion under the European Monetary Agreement. Of this amount, $75 
million will refund maturities on the EMA credit as they accrue, with 
repayments spread over a 5-year period with the bulk falling due in 
1974 and 1975. The $40 million in new credits is intended to increase 
Turkish reserves and is repayable over the years 1971 to 1973. Shortly 
before this action, the EEC, in connection with the transitional stage 
in Turkey’s entrance, agreed to provide $195 million over a 5-year 
period in project credits at 2.5 to 4.5 percent and a maximum term of 
30 years with grace up to 8 years, 1.e., some of the loans may conform 
to DAC terms and others may be harder. The European Investment 
Bank may provide a supplement of $25 million under market terms. !5 
Part of the Turkish debt problem has been deferred for a few years and 
individual creditor countries may give additional relief. 

The Turkish debt situation continues to be serious. The outstanding 
public debt including the refunded amounts is more than $2 billion 
and contractually will require from $100 to $140 million per annum in 
service. With prospective exports in the range of $500 to $600 million, 
the debt service will continue to be well above 20 percent of exports. 
(In 1969 the ratio was 16.7 percent of total receipts.) A trade surplus 
does not appear to be in prospect, so that regardless of the ratio, there 
is NO prospective net payment of debt for some time. The Turkish plan 
proposes to have the economy externally viable before the end of this 
decade (1973-75 is a commonly stated date); the gap between plans 
and realizations may be large. With the prospective decline in U. S. 
and other consortium aid as now indicated, the debt situation 1s likely 
to become more acute rather than less before “viability” is reached. 
Unfortunately interest payments are likely to go up, but at a lower 
compound interest rate than the underlying credits, since the refund- 
ings have been at concessional rates, whether or not the refunding 
applies to principal only or interest as well. The creditors will simply 
have to continue refunding unless they are willing to let the Turkish 
economy decline. In view of the increase in GNP as the result of assist- 
ance, the exchange adjustment of 1970 will help in attaining viability. 

15. See OECD, press release A(70) 62 (Oct. 20, 1970); EEC, press release (Tr 26/70) (July 22, 


1970). At the end of 1970 total EIB credits to Turkey on behalf of the member governments were 
$105 million (Ewropean Investment Bank, 1970-71, Brussels: 1971, p. 20). 
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For political reasons the creditor-donor countries will have to make 
an accomodation. ! © 


V. INDIA 


Setting 


The Indian debt question is only one aspect of the long-range devel- 
opment program whose foreign exchange costs for 20 years have been 
met in good part by loans and grants from donor countries and the 
International Bank and IDA.! There has been no debt crisis in the 
sense that there has been a sharp increase in contractual debt service 
due in a short period of 2 or 3 years. Rather it has been a steady in- 
crease in annual debt service, resulting from the mounting principal 
of outstanding debt, even though the terms of this debt have been 
considerably softened in recent years. India has met payments as they 
fell due, and possibly could continue to pay, at the price of a drastic 
curtailment of imports needed for the development program or to 
maintain consumption even at the pitiful level prevailing (on the aver- 
age per capita). 

Indian debt has to be considered within the framework of multi- 
lateral aid to development. The broader ramifications of the Indian 
development program, its economics, its internal and external poli- 
tical problems, and its sociological aspects, cannot be treated here. 
Evaluations of policies may readily differ. For the immediate problem 
the issue is that India is unlikely to produce the surplus in its interna- 
tional accounts that would make possible a net payment of debt, at 
least in the foreseeable future. The Indian national development plans 
have as a target viability in 10 years, after which the economy could 

16. Turkish officials have been quoted as saying that if consortium assistance is not available, 
Turkey may have to resort to additional supplier credits. They have also threatened to accept 
Russiag aid, and in fact a frame agreement for $200 million has been signed, though apparently 
not utilized (see New York Times, March 10, 1965, Nov. 13, 1965). In fact, however, supplier 


credits have been drastically reduced and banking credits increased. Governments have provided 
about $200 million annually. 


1. India’s imports of goods and services (1965-68) were financed 43.8 percent by official flows 
from donor-creditor countries and international institutions. About 90 percent of these flows 
were financed by grants and soft loans (DAC official aid). India received (1965-68) about 17.4 
percent of total official flows to all less developed countries, and in 1967-69, when aid to India 
was somewhat lower, 14.5 percent of all official aid (estimated from DAC, Review, 1969, p. 168, 
318; 1970, p. 204). 
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advance without concessional loans or grants. This expectation is, 
perhaps, too optimistic with the spectre of Malthus continually in the 
background. Political events of 1971 have postponed viability for a 
long time. 

Relief has been given for 3 years of annual debt payments of about 
$100 million of the total requirements of about $500 million annually, 
and it may well be expected that the creditor-donors will give addi- 
tional relief in the future for a part of the debt burden.? The balance 
of debt service will have to come from assistance. It cannot be met by 
India from its own resources or earnings without serious contraction 
of imports or an extraordinary increase in exports. India illustrates 
the consequences of repetitive borrowing discussed above. The ‘‘no 
net aid” point has not yet been reached because gross aid has in- 
creased, but may not continue to increase. Debt relief, therefore, will 
continue to be an alternative to aid in geometric progression. Indian 
debt relief cannot be regarded reasonably as a problem of “bunching” 
or debt service ““humps”’ to be alleviated by some stretching of amorti- 
zation payment, a halt to inflation or adjustment of exchange rates.4 
It isa long-run problem to be reviewed periodically by the consortium. 
Debt service to the present has been greatly facilitated by the provision 
of import credits by the consortium members and IDA and quasi- 
grants in the form of P. L. 480. In the Indian case, debt relief has been 
an alternative to additional import financing, as is recognized by the 
consortium and the Indian government. Debt relief has been given by 
direct consolidation credits but also by equivalent financing of im- 
ports. As of spring 1972 the future of aid to India and additional debt 
adjustment is completely unpredictable. 


2. See House Foreign Affairs Committee, Hearings, “Foreign Assistance Act of 1969,” 
pt. 4, p. 797. 

3. From 1964 to 1968 inclusive, debt service (after refunding) was $1.6 billion compared with 
loan and grant receipts of $5.7 million, 27.9 percent. Debt service, 1965-68, was 40.5 percent of 
total loan utilization (disbursement) in these years. 

4. Price rises and an overvalued rupee have been factors in India’s poor export performance, 
though probably not major factors. Wholesale prices September 1971 were 178.3 (1963 = 100). 
Prices have gone up at about 7.5 percent per annum compounded. Since the end of 1970 prices 
have risen more sharply than before, 10.6 percent, and there have been reports of rapidly rising 
prices, especially for food, since September 1971. The rate of increase in prices is less than for 
some other LDCs. 

The devaluation of the rupee from 4.76 to 7.5 to the dollar in 1966 has been followed by an 
increase in exports from $1.6 billion to $2 billion in 1970 and 1971. Imports fell from $2.8 billion 
to $2.1 billion in 1970 and to an annual rate of $2.6 billion in the first half of 1971. The import 
figure reflects changes in aid and increased domestic production of food, as well as the effect of 
devaluation on “autonomous” imports. 
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Indian Public Debt 


The growth of the external debt since 1956 and the increasing ser- 
vice are shown in Table 23. Data are probably not on an entirely con- 
sistent basis, and in recent years have included varying amounts of 
private debt, particularly exporter credits. While debt service in 1969 
was about 6.4 percent of the disbursed outstanding amount, it is 
about a fifth of commodity exports. The average rate of interest on 
the debt has fallen from 6.16 in 1961 to 2.75 percent in 1968, reflecting 
easier terms on more recent borrowings. The rate of amortization has 
been reduced by the refundings. Debt service in 1970 and 1971 is of the 
order of $500 million. Future rates will depend on the terms of refund- 
ing in the coming years. 

It may be noted that there is a large and long lag of disbursement 
behind signed loans. Projects obviously require time for disbursement. 
Delays in expenditure under program loans result in part from the 
attempt to allocate purchases under tied loans (most of the aid is tied) 
to the cheapest source, and in part from sheer bureaucratic delay in 
licensing. For a country as dependent on foreign aid as is India, prud- 
ence would also indicate maintaining a pipeline since future aid is 
unpredictable, particularly with the delays in enactment of legislation 
in the U.S., which supplies about one-half. 

The composition of the debt in broad groupings is given in Table 24, 
and an approximate subgrouping may be inferred from other data of 
about the same time. Multilateral credits (June 30, 1970) consisted of 
IDA $1,167.4 million, and IBRD $613.5 million. About three-fourths 
of the debt was to governments. U. S. dollar repayable credits were 
$3,310.3 million (June 30, 1970), of which the Ex-Im was $312.9 mil- 
lion (including loans to private firms); CCC, $5.2 million; P.L. 480, 
$305.2 million; and the balance AID and predecessor agencies. Debt 
to Germany was about 12.5 percent of the government total, the U.K. 
about 12.2 percent, and other consortium members about 14.7 percent 
(Japan, France, Italy, Canada, Belgium, and the Netherlands). Debt 
to the “‘rupee area”’ was estimated in 1969 at about 14.7 percent.® 


5. The reason for reporting part of the private debt, but not all, is not apparent. These may 
be obligations which have an implied, but not legally binding, guarantee of government. In 1968, 
service on supplier credits to government agencies and the included private obligations was 
$82.6 million of the total of $436.3 million. Supplier credits required service of 18.8 percent of 
disbursed principal, compared with 7.2 percent on all credits. 

6. U.S. Department of State, Bureau of Intelligence and Research, Communist States and 
Developing Countries: Aid and Trade in 1970, pp. 4, 18. Trade figures for 1968 and 1969 indicate 
an import surplus for India, so that if payment is made through the trade accounts, there appears 
to have been no net repayment in these years. Military hardware is probably not included in 
trade figures. 
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Table 23. India: External Public Debt Outstanding (Repayable in Foreign 
Currencies ) and Debt Payments, 1956-70 ( Millions of Dollars ). 


Outstanding* 





a ee Payments 

Including Disbursed 

undisbursed only Interest Amortization Total 
1956 529.0 241.7 6.6 3.0 9.6 
1957 Se3h7) 271.2 6.9 4.1 11.0 
1958 822.5 395.9 8.0 6.4 14.5 
1959 1,478.0 775.9 28.6 15.8 44.4 
1960 2,094.4 1,069.9 48.0 40.0 88.0 
1961 2,411.1 1,357.0 83.6 130.8 214.4 
1962 3,003.1 1,693.2 83.8 104.2 188.0 
1963 3,779.0 2,003.0 91.8 106.8 198.6 
1964 4,279.1 2,610.6 136.1 192.4 328.5 
1965 5,491.3 3,848.2 130.4 196.6 327.0 
1966 6,268.3 4,711.9 153.0 233.0 386.0 
1967 7,358.0 5,365.4 169.4 278.9 448.3 
1968 7,678.1 6,071.4 166.8 269.4 436.3 
1969 8,485.7 n.a. n.a. n.a. 489.9 
1970 8,910.5 7,607.5 n.a. n.a. n.a. 


Source: IBRD, and Pearson Report, p. 299. 

a. Data for 1965 to 1970 are revisions of earlier estimates for these years. Debt is as of April of 
the given year and debt service for Indian fiscal years, April | to March 31. Some debt of the 
private sector is included. The increased amount of this debt reported accounts for part of the 
rise in the later period. 


Table 24. India: Outstanding Public Debt, by Creditor Class, 1970 ( Millions 
of Dollars ). 


Total, including undisbursed 8,910.5 


Total, disbursed only 7,607.5 
Bilateral official 6,407.0 
Multilateral 1,743.0 
Suppliers 674.7 
Private banks 82.8 
Other private creditors 2.9 


Source: IBRD, Annual Report, 1971, p. 64. 


What is euphemistically called the “‘rupee area” debt consists of obli- 
gations to the Soviets and other CMEA countries and to Yugoslavia, 
which is repayable in rupees available for exports through bilateral 
accounts. The reported amounts apparently include only obligations 
for economic purposes. The coverage may not be complete even for 
these purposes. As of January 1, 1968, the reported committed amount 
of credits from the East Bloc countries was given as $863.7 million. A 
U.S. State Department study reports Soviet and other CMEA credits 
and grants to India of $1,980 million between 1954 and 1970, almost 
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entirely before 1969. How much of this was on a loan basis and how 
much has been repaid is not reported. The study also reports $1 billion 
in military aid, mostly since 1963. Since most Soviet aid appears to be 
on the basis of repayment through trade accounts, it is possible that 
Indian debt is understated in the IBRD figures by as much as $2 bil- 
lion. The Indian economy must also service purely private debt, some 
of which probably is included in the suppliers’ credit figures, which 
probably do not include longer-term obligations arising from invest- 
ment in industry by foreign creditors. In sum, the Indian economy may 
have contracted to service debt which may be as high as $11 billion. 

Debt has been contracted in several hundred transactions at various 
times and terms.7 IDA credits are on the standard terms; recent IBRD 
credits have somewhat longer maturities and grace periods than the 
average of World Bank loans. Four-fifths of outstanding U. S. credits 
are on AID terms as are the P. L. 480 dollar-repayable credits. Ex-Im 
credits ($495.8 million) have interest rates from 5.25 to 6 percent and 
maturities between 9 years (jet planes) and 18 years on projects. The 
Atomic Energy Commission credit ($16 million) is at 4.75 percent. 
Prior to 1962 U.S. aid to India under the DLF was repayable in rupees 
($993.2 million) as were P. L. 480 sales prior to 1967. 

Earlier economic assistance to India by some countries was mostly 
at hard terms comparable to exporter credits, but in the more recent 
period, new credits, aside from refundings, have been made at rela- 
tively easy terms. Germany, the second largest bilateral creditor, has 
greatly reduced charges over time. Its earliest loan for the Rourkela 
steel plant in 1958 was reportedly at 6.3 percent with amortization in 
3 years. Payments under this credit were refinanced some half-dozen 
times before the general consolidation, at lower rates and longer 
terms. Recent balance of payments and some project loans have been 
at 3 percent and 20 to 25 years. The earlier British loans for projects 
had rates of interest based on the cost of money to the U.K. govern- 
ment and maturities of 6 to 20 years. The more recent loans have been 
interest-free with maturities of 25 years including 7 years grace. Can- 
ada has given grants and loans for wheat, metals and other Canadian 
products. Some of these loans are interest-free with maturities up to 
49 years. 

French aid to India (prior to the refunding) was in the form of sup- 
plier credits guaranteed by COFACE with varying interest rates and 


7. Economic debt transactions are enumerated in India, Ministry of Finance, External 
Assistance, 1965-66 (1968), 1968-69 & 1969-70 (1971). Detail varies considerably so that it is 
difficult to make exact comparisons. Some transactions are published in India, Foreign Affairs 
Record. 
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maturities of about 10 years. Japanese credits of varying maturities 
had interest rates tied to the IBRD rate. Italian credits, denominated 
in dollars, have had terms up to 12 years and interest of 5 to 6 percent. 
Other bilateral credits were at, or were comparable to, supplier credit 
terms. U.S.S.R. credits, repayable in rupees, have generally been at 
2.5 percent and 12 years. 

These details are given here to illustrate the complex problem which 
had to be faced when refunding was undertaken. The largest creditors 
had given some conventional loans, but Germany and the U. K. had 
refinanced, directly or indirectly, their earlier credits. Canada had 
given quite easy terms on loans, plus grants. Australia had given only 
grants. Terms for the other creditors were harder and involved largely 
guaranteed supplier credits or similar arrangements. The differences 
in terms of loans reflect the interest of the Commonwealth countries 
and the U. S. in Indian development, while Japan and the continental 
countries were supplying goods on their usual terms for exports. In 
1961 service was about 15.8 percent of disbursed outstanding debt. 
U. S. aid at that date was almost wholly on a rupee-repayable basis. 
With the predominance of concessional terms in later years, debt ser- 
vice was reduced relatively so that in 1969 it was only about 6.4 per- 
cent of disbursed principal. 

There remains, however, the problem of supplier credits, which 
have been increasing in amount in recent years, from $429.4 million 
in 1965 to $674.7 million in 1970.8 Some of the earlier supplier credits 
have been refinanced as bilateral governmental loans. As of 1968 they 
apparently required service of 18.8 percent of disbursed principal, of 
which 14.2 percent was amortization. These rates are heavy in com- 
parison with the service of governmental loans. In contrast the average 
for DAC member government loans was 2.45 percent in interest and 
4.8 percent of total service on disbursed amounts outstanding. These 
figures, however, reflect the refunding of government credits. Supplier 
credits to private firms were generally not part of the refunding for the 
major creditors. The percent service costs reflect the low interest in the 
grace period on U. S. loans and the interest-free credits of the Com- 
monwealth countries. 


Debt Service, Aid and the Balance of Payments. 
At first the foreign exchange costs of the Indian development pro- 
8. The reported figures include some of the debt of the private sector. Earlier figures for India 


showed relatively small amounts of supplier credits. The increase in the figures may not represent 
a change in the method of finance. It may simply be a matter of reporting. 
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gram were met largely by a rapid draw-down of war-accumulated ster- 
ling reserves, supplemented by project credits.? It later became appar- 
ent that India could not from its exchange earnings finance its require- 
ments for replacement parts, smaller equipment, and even raw mater- 
ials as its industry expanded and as debt service became heavier. Hence 
there was a shift to program or import financing credits, a policy long 
urged by the IBRD in the consortium. 

Total external financing of the Indian economic program from 1951 
to March 31, 1970 has been about $17.2 billion, with $11.7 billion in 
loans, $1.1 billion in grants and $4.4 billion in P.L. 480.19 (Figures 
are on a gross disbursed basis.) In addition to P. L. 480, Canada and 
Australia have given grants for wheat and other raw materials. Grants 
also included many forms of technical assistance provided by govern- 
ments and private entities. 

About half of this assistance was supplied by the United States. As 
of June 30, 1970 on a gross commitment basis, AID and predecessor 
agencies provided $3.1 billion in loans and Ex-Im $509 million. P. L. 
480 sales for local currency (less U.S. uses portions) were $3.5 billion 
and $305 million in dollar-repayable loans, and $528 million in 
grants.!!1 On a net disbursed basis (gross less repayments) total U.S. 
loans and grants were $8.2 billion. AID loans were $2.2 billion au- 
thorized for program assistance (commodities, steel imports, fertilizer, 
etc.) and $762 million for projects (railways, power, industry). Of the 
Ex-Im total $210 million represented program imports of capital 
equipment items. 

German assistance to India through March 31, 1970 has been 
DM4,755 million. Of this amount DM1,117 million has been in the 
form of “‘cash assistance”’ for Indian foreign exchange reserves (1956— 
61) and DM940 million for commodity imports (1962-70) including 
one loan of DM100 million for imports of Indo-German firms. In 
addition Germany has provided some $228.2 million in debt relief of 
principal and interest, including the refundings of Rourkela. While 
much of the commodity assistance has been earmarked for specified 
materials, some has been made available for purchases in any market. 
Almost half of the equivalent of $1.2 billion has supported the balance 

9. Indian exchange holdings, which stood at $1.7 billion after the 1949 sterling devaluation, 
reached a low of $251 million in 1964. In July 1971 they were $656 million. 

10. India, Ministry of Finance, External Assistance, 1968-69 & 1969-70, p. 1. Assistance for 
military purposes is not included. 


11. AID, U.S. Overseas Loans and Grants 1945-70, p. 15; NAC. Annual Report, 1970-71, 
appendix C, Table B1. 
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of payments, either by way of direct debt relief, or commodity assist- 
ance. 

Britain has provided £419 million in loan funds, of which some 
70.3 percent was balance of payments assistance in the form of import 
credits, debt relief and ““Kipping loans” (imports for “British oriented 
industrial activities in India’’). 

Over the last 15 years, then, the major country contributors to the 
Indian program have supplied the equivalent of about $4 billion in 
general balance of payments credits on easy terms, plus $4.3 billion in 
P. L. 480 rupee sales, loans, and grants. Grants from Australia, and 
grants and loans from Canada also financed commodity imports. 
Total debt service in this period was about $3 billion. 

The Indian goods and services account had an aggregate deficit of 
$5.8 billion from 1965 to 1970, including a trade deficit of $4.7 billion. 
Both the trade and current account deficits decreased greatly in 1968, 
1969 and 1970, with a sharp reduction in imports and a moderate in- 
crease in exports. The trade deficit is, of course, a planned deficit, de- 
pending on expectations of the amount of aid to be received, the 
amount of debt service and the level of exports. With the reduction of 
aid in these years, import levels were cut, or, conversely, with a some- 
what improved trade position, less foreign aid was needed. The deficits 
have been covered by aid and other capital flows and grants. In the 
6-year period, net capital flows were $5.4 billion and net unrequited 
transfers $1.3 billion. Indian foreign exchange reserves increased by 
$432 million. 

India’s imports (c.i.f.) were $15.2 billion and exports $10.5 billion. 
Total public debt service amounted to about $2.6 billion. It may be 
regarded as a matter of semantics if the situation be described in terms 
of the Indian economy financing its debt service and half of its imports, 
or whether it be said that foreign grant and loan assistance financed 
debt payments and under half of imports. Certainly the aid was not 
used directly to pay debt service, except in the 1967-68 consolidation 
when some countries extended new loans equivalent to debt payments 
as essentially bookkeeping transactions, though there was a shift from 
private to public creditors. 

Bilateral program credits, with some exceptions, have been tied to 
procurement in the creditor country and have often specified the com- 
modities to be financed, e.g., wheat or other foodstuffs, steel, railway 
equipment, fertilizers and types of industrial equipment. Some of the 
credits, however, have financed the purchase of a wide variety of items, 
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and a few have been completely untied. Since aid in recent years has 
been predominantly in the form of rather broad import credits avail- 
able from the main industrial countries, the authorities by careful 
selection of source for commodity procurement could avoid a good 
part of the excess costs involved in tying. Commodities which could 
not be procured under the loans, e.g., petroleum, could be financed 
from free exchange. Since the credits financed a good part of imports, 
earned exchange was freed to pay debt service. 

It was argued above (chapter 3) that program loans more readily 
facilitate debt payment than project credits. In the Indian case, as 
debt service has increased, so have program loans.In U.S. fiscal years 
1965-70, AID commodity-financing loans amounted to $1.3 billion. 
U.S. commodity import loans, however, began in 1958, before the 
debt burden was large, and have continued almost annually since. 
P.L. 480, 1965-70, was $1.7 billion, all but $305 million repayable in 
rupees. German program credits in this period were the equivalent of 
$217 million and British about $350 million. There were additional 
credits for debt relief from the U.K. and Germany. !? That is, in this 
6-year period when total debt payments were about $2.6 billion, com- 
modity financing loans from the three major countries were almost $2 
billion, plus P.L. 480 of $1.7 billion, aside from direct debt relief and 
commodity credits from other countries. 

IDA has provided $605 million in “industrial imports projects,” of 
which $515 million was in 1965—70. Total IDA credits to India (June 
30, 1971) were $1.5 billion, 45 percent of all IDA credits. The cumula- 
tive total of IBRD loans committed to India was $1,051.2 million and 
the outstanding committed amount was $576.5 million (June 30, 
1971). Published data do not show the entire amounts repaid on prin- 
cipal or on parts of loans sold. Some of the loans have been completely 
repaid. Since the undisbursed portion of the loans was on the newer 
loans, total cumulative principal payments were probably about $475 
million. IDA import credits have been larger than the total principal 
repaid to the IBRD. 

In sum then, from 1965 to 1970, total import credits were about $2.5 
billion from IDA and the main bilateral suppliers, plus $1.7 billion in 
P.L. 480 compared with debt service of about $2.6 billion. This com- 
parison is a rough approximation in view of the complexities of the 
various loans and incomplete reporting. Debt relief was generally 


12. External Assistance, 1968-69 & 1969-70, pp. 26-30, 49-57. German and British figures 
are estimated from this source. U.S. sources have been used for American figures. 
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additional though the same loan transaction often included both 
items. The rough equivalence of the magnitudes points, however, to 
the way in which the donor-creditors, by financing imports in amounts 
about equal to debt service, freed Indian exchange earned from ex- 
ports for the service of the debt. 


Indian Debt Relief 1968-69 and 1969-70 


While India has met, and continues to meet debt payments as due, 
the increasing amount of these payments, in face of the continuing 
balance of payments deficit, became a matter of increasing concern to 
India, the consortium countries and the IBRD. To offset these pay- 
ments by raising the level of import credits would require larger a- 
mounts of bilateral and IDA aid than was likely to be forthcoming. 
The IBRD no doubt had India and others in mind when, as early as 
1964, it stressed the need for softer loan terms and possible debt re- 
funding if default was to be avoided or development investment dras- 
tially curtailed. !3 

The consortium members were increasingly concerned with the slow 
progress of Indian development, cumbersome administrative proce- 
dures, the rate of inflation and the failure of exports to improve, so 
that there was little prospect of debt repayment, while importunities 
for aid were increasing.!4 After long discussions with the IBRD, the 
IMF, the United States and other consortium members, India adopted 
internal financial reforms, devalued the rupee (1966) and effected some 
trade liberalization and some reorganization of the administration of 
controls of production and trade. To assist in the transition more aid 
was provided. 

The complex debt situation of India made an easy “‘formula”’ ad- 
justment (e.g., Argentina, Brazil, Chile) practically impossible when 
the issue had to be faced squarely in 1968. The consortium countries, 
as noted, had provided loans at greatly variant terms, from exporter 
credits to AID and IDA and the British and Canadian long-term 
interest-free loans. It is probably not unfair to say that the IBRD-IDA, 
United States, U.K., Canada, Australia and New Zealand, and Ger- 
many were concerned with aiding India. !5 They had given grants, con- 
cessional loans and a small proportion of “‘conventional”’ (1.e. less 

13. E.g., IBRD, Annual Report, 1963-64, p. 8; 1964-65, pp. 57-59. The references to India 
(generally along with Pakistan) became more explicit in the last few years. 


14. See Pearson Report, pp. 282-302. 
15. Also to some extent disposing of agricultural surpluses. 
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subsidized) loans. Other countries had required harder terms since 
they were primarily concerned with financing exports. Each country, 
of course, has had its own legal, budgetary and organizational prob- 
lems. Moreover, certain debts had been refunded previously in various 
ways by the U.K., Germany, Canada and some others. 

In 1967 some $350 million was due to the creditors in principal and 
interest, and without debt relief the amount would have been of the 
order of $500 million in the next few years. A reduction by an agreed 
percentage of the payments due was scarcely equitable. The U.S. as 
the largest creditor in terms of outstanding principal had small ac- 
cruals of service because of its liberal terms, with about $60 million 
due in 1967-68 on a debt of $1.9 billion disbursed and outstanding. !® 
Of this amount the Ex-Im had $307.9 million outstanding, with pay- 
ments during the year of $33 million in principal and $15 million in 
interest. The balance was due on the 1952 wheat loan and interest on 
AID loans. On the other hand, almost $300 million was due to the 
other consortium members, including the IBRD, to which India owed 
a principal sum of about $3.9 billion.!7 It was argued that the creditors 
with the harder terms should give a larger percentage of debt relief 
than those with easier terms, so as to equalize the burden, in part at 
least, of sustaining the Indian program. 

Mr. Guillaume Guindey, the IBRD special consultant on the Indian 
debt problem, after long negotiations proposed debt relief of $100 
million for the Indian fiscal year 1968-69 and equal amounts for the 
following 2 years. Payments of principal falling due in these years were 
to be deferred for 10 years. As agreed in the consortium, debt relief 
was to be regarded as part of the aid pledges for the given year. As 
finally agreed the U.S. was to provide about $8.7 million in debt relief; 
the IBRD, $30 million over a 2-year period; and other countries, $75 
million. 18 

Total debt relief to March 31, 1970 aggregated $323.8 million: 
$34.4 million in 1966—67, $63.2 million in 1967-68, $101.3 million in 
1968-69, and $125 million in 1969-70. Debt relief formed about 9.5 
percent of the total consortium pledges of $3.4 billion for this period. 


16. Foreign credits, June 30, 1967. (These figures are used in preference to the varied figures 
used in the negotiations, which were based on Indian data. Only dollar repayable loans are 
included.) 

17. IDA credits of $889 million required service only of 0.75 percent of disbursed outstanding 
principal. IBRD loans were $671.6 million (June 30, 1967). Bilateral credits were about $2.4 
billion. 

18. See IBRD, Annual Report, 1968, p. 19; House Subcommittee on Appropriations, Hear- 
ings, “Foreign Assistance and Related Appropriations for 1970,” p. 1005; House Foreign Affairs 
Committee, Hearings, ‘Foreign Assistance Act of 1969,” pt. 4, p. 797; NAC, Report, 1969, p. 82. 
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Various methods were used to deal with the problem and specific 
agreements were made with India. 

For the United States, rescheduling of $8.7 million was technically 
rather simple. Three years before the enactment of P.L. 480, Congress 
by special legislation in 1951 authorized emergency food aid to India 
(P.L. 82-48) under loan terms similar to those of the ECA loans, and 
$189.7 million was disbursed. The original agreement, as did many of 
the ECA loans, contained a clause for subsequent modification by 
mutual agreement. It had provided for repayment in 35 years begin- 
ning June 30, 1957. In 1958 the term was extended to 45 years, by defer- 
ring payments of principal and interest due from June 30, 1958 to June 
30, 1967, to June 30, 1986 to December 31, 1995.19 As part of the 
consortium arrangements for Indian FY 1967-68, $8.7 million in prin- 
cipal and interest due in 1968 was deferred until 1978, without con- 
solidation interest. Similar action was taken for payments due in 1969. 
There was no rescheduling of Ex-Im loans, but the Ex-Im, in June 
1968, authorized a loan for capital equipment of $20 million. AID 
loans also were not rescheduled. 

The IBRD in 1967 provided relief to India by depositing with the 
Reserve Bank the equivalent of principal payments falling due in the 
Indian FY 1967-68. These accounts, denominated in dollars, sterling, 
DM and yen, were to be drawn down not later than March 31, 1971. 
As of June 30, 1968 they amounted to $30 million and a year later to 
$15 million.29 Subsequently the Bank rescheduled payments of prin- 
cipal equivalent to $30 million accruing to it in Indian FY 1967-68 and 
1968-69, so that these deposits were fully drawn. Interest payments 
have been due according to the original loan terms. 

Germany had earlier refunded the entire original Rourkela credit 
(DM687 million) with new credits at longer term, and gave additional 
long-term low interest loans for this project. In the debt relief arrange- 
ment DM219 million (to 1970) was provided in debt relief, loans and 
“liquidity” assistance. Principal and interest accruing were consoli- 
dated. Part took the form of grants for the reduction of effective inter- 
est when contractual rates were maintained. Commodity credits of 
DM201 million in 1969-70 have been at interest rates of 2.5 or 3 per- 
cent with maturities of 25 and 30 years, including 7 and 8 years of 
grace.?! 

19. See NAC Report, Jan.-June 1958, p. 33; AID, Status of Loan Agreements (W 224) (June 
30, 1969), pp. 78, 185. 


20. See IBRD, Report, 1968, pp. 68, p. 78, balance sheet and footnote C; 1969, pp. 27, 67, 72. 
21. India, External Assistance, 1968-69 & 1969-70, pp. 49-63. 
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British refunding on very generous terms has taken the form of 
direct debt relief. In 1966 and 1967 the U.K. provided general purpose 
loans of £25 million of which 20 million were used to refund principal 
and interest and an additional 15 million was provided in 1969-71 as 
debt relief. In addition to debt relief the U.K. has provided over £200 
million in balance of payments assistance including the ““Kipping” 
loans.22 Recent (since 1965) loans have been interest free and repay- 
able over 25 years with 7 years grace. The alder loans, which have been 
directly refunded, had rates of interest based on the cost of money to 
the U.K. Treasury and were of somewhat shorter term. 

Canadian aid to India has been over two-thirds in the form of grants 
for food and a variety of other Canadian products, e.g., metals, asbes- 
tos, newsprint and fertilizers. As debt relief, Canada wrote off C$10 
million on wheat loans of 1958, and in addition gave some C$3.9 mil- 
lion as cash grants to reduce interest charges on certain exporter-type 
credits. Recent loans for development, including program loans, have 
been long term and interest free. 23 

Austria provided credits as debt relief by providing new loans to 
cover principal and interest at 3 percent with 7 years grace and amor- 
tization over 17 years. Belgium provided new program loans, part in 
cash to meet debt payments at 3 and 2 percent and 25 and 30 years with 
grace periods of 7 and 10 years respectively. The Netherlands refinan- 
cing agreement was at 3 percent. Sweden, which has provided much of 
its assistance in grants, rescheduled credits so as to allow a 10-year 
grace period and amortization over 15 years, with interest at 2 percent. 

A number of other consortium countries have provided debt relief 
on rather more onerous terms. French debt relief ($14.6 million) 
requires repayment in 12 years at 3.5 percent. Italy charged 4 percent 
with amortization over 12 years including 3 years of grace. Japan re- 
scheduled its loans to allow payment over 10 to 15 years with grace 
periods of 3 to 5 years. Interest is at 4 and 5.75 percent, only slightly 
lower than the original contracts. 

The U.S.S.R. and other CMEA countries and Yugoslavia have 
extended credits repayable in rupees to be used for purchases in India. 
These credits apparently have not been renegotiated. 


Tentative Conclusion 


Three annual debt relief exercises—the 1970 exercise is not yet com- 


22. Ibid., pp. 16-29. 
23. Ibid.. pp. 32-34. 
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pleted—have not essentially changed the Indian situation though they 
have resulted in some softening in the terms of aid, though it is difficult 
to measure the immediate impact.24 The burden of part of 3 years’ 
payments has been shifted forward from 10 to 25 years. Debt relief has 
been largely an alternative to further nonproject credits. 

The basic problems remain. About a fourth of the annual debt pay- 
ments for 3 years has been postponed. Since the Indian balance of pay- 
ments will probably continue in deficit for the foreseeable future and 
Indian development will depend on aid, three-fourths of the con- 
tractual debt payments will have to be financed indirectly by program 
loans. Assuming annual debt relief of about $100 million per annum 
over the next few years.the service of public debt will take over 20 
percent of exports. The debt ratio is not particularly significant since 
the payments situation is not likely to reverse. India’s capacity to 
service debt on a net basis will continue at zero, unless imports and 
development are to be curtailed drastically. Indian exports have been 
increasing and may improve further as the effect of the devaluation 
becomes more pronounced and the necessary shifts in production 
occur. Imports may fall if the recent increase in agricultural produc- 
tion proves permanent. (To the present, however, imports of food- 
stuffs, largely P.L. 480 and Canadian aid, have not imposed a signi- 
ficant burden on the balance of payments.) There is little prospect for 
such a shift in the Indian balance of payments as to permit net service 
of the debt, so that for the immediate future there appears to be like- 
lihood of successive debt refundings and continued indirect support of 
the debt burden. 

Moreover, the prospects for additional aid at the stepped-up pace 
which might push India over the hump are not great. Aside from a 
general reluctance on the part of the donors to provide resources, they 
have a disquieting feeling that too large a part of Indian resources is 
devoted to financing a military program, which will be repaid even- 
tually through the “rupee area.”’?5 At a minimum this issue will com- 
plicate the successive renegotiations of debt which would seem to be 
inevitable for the coming years. The hostilities with Pakistan (1971) 

24. Despite debt relief, debt service in 1969 was $489.9 million and may now be higher. This 
figure includes debt service on private debt, not refunded. 

25. E.g., House Foreign Affairs Committee, Hearings, “Foreign Assistance Act of 1969,” 
pp. 773-77. In the consortium “the U.S. has frequently urged the Government of India to ensure 
that bilateral trade with Eastern European countries and the U.S.S.R. is carried on with a mini- 
mum free foreign exchange cost.” It may be noted that while India has an export surplus on com- 
mercial account with the “rupee area,” this is probably overbalanced by receipts of military hard- 


ware not included in the trade figures. Repayment through these accounts will come at a later 
date. 
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will no doubt further worsen the Indian economic situation and dim its 
prospects for a more satisfactory balance of payments. 


VI. INDONESIA 


Introduction 


The successive refundings of Indonesian debt can scarcely be con- 
sidered apart from their political context. ‘‘From its inception in 1945, 
aid to Indonesia has been primarily designed to help a new and impor- 
tant nation achieve economic viability and prevent or inhibit a Com- 
munist takeover.”’! From 1950 to 1964 the United States provided 
$445.7 million in loans and $334.1 million in grants, in AID grants 
and credits (repayable mostly in rupiahs), P.L. 480, Ex-Im loans of 
$162.1 million, and military and surplus property credits. Indonesian 
military preparation for the attack on West New Guinea caused econ- 
nomic deterioration, and after the settlement of the issue, there was an 
expectation that development would be resumed, and U.S. aid was 
stepped up accordingly. In 1963 the IMF took the lead in a stabiliza- 
tion program, assisted by a consortium of Western aid donors. The 
debt situation was also reviewed by a DAC meeting but no general 
refunding was arranged. Toward the end of 1963, however, Sukarno 
proclaimed a hostile “confrontation” with Malaysia, and U.S. and 
consortium aid were reduced to certain programs already committed, 
largely technical assistance. Inflation went on apace, the balance of 
payments worsened, debt difficulties increased. Russian military and 
economic aid increased as Western aid ceased. 

In August 1965 Indonesia withdrew from the Fund. An abortive 
Communist coup in October 1965 was defeated by the military, and 
between 1966 and early 1967 Sukarno was effectively ousted and 
General Suharto succeeded to power. The economy was in a state of 
collapse. Food and other materials were scarce. Prices rose some 600 
percent in 1965 and 1966 and the rupiah depreciated sharply. 

The Suharto government sought the advice of the IMF and IBRD 
on measures of stabilization and rehabilitation. Fund membership 
was resumed in February 1967, and a program adopted for controlling 
price expansion, contraction of credit, increased taxation, restoration 


1. AID memorandum in Senate Foreign Relations Committee, Hearings, “Foreign Assist- 
ance Program 1965.” p. 574. 
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of nationalized property and resumption of relations with the Western 
donors to deal with the emergency. The IMF and IBRD estimated a 
foreign exchange gap of $200 million in 1967 to keep the economy 
going. 

Since 1967 aid has been resumed by the Western countries with the 
United States supplying (commitment basis) about half, including 
P.L. 480. Since 1967 (to June 30, 1970) there has been P.L. 480 assist- 
ance of $370 million, $64 million in commodity financing, $58 million 
in project financing and some additional amounts from AID contin- 
gency funds. 

The inflationary process has been slowed down, the exchange rate 
adjusted—the two exchange rates were merged into one in April 1970, 
except for aid-financed goods until December 1970—and economic 
recovery started. Presumably aid from the donors will continue for 
some years, though eventually Indonesia, with its rich resources, 
should become self-supporting. 


The Debt Problem: Refunding 


Indonesian debt is now about $3 billion including new debt incurred 
for economic assistance since the overthrow of Sukarno. The new 
debt, mostly on concessional terms, has not been an issue in the suc- 
cessive refunding operations, which have applied only to debt incurred 
before June 30, 1966 (Sukarno debt). 


Consolidation 1967, 1968 and 1969 


As of mid-1966 Indonesia estimated its long- and short-term debt as 
$2.2 billion. More than half of the debt was to the U.S.S.R. and other 
CMEA countries, largely for military hardware. Arrears on payments 
due were $296 million, of which $193 million was past due on long- 
term debt and the balance on short-term obligations. In the second 
half of 1966 a further $180.4 million was due, including $70.6 million 
on debt of maturities under 2 years. In 1967 payments were estimated 
at $272.8 million on long-term and $136.8 on short-term debt. In the 
chaotic situation these obligations could scarcely be met since ex- 
change receipts were expected to be under $500 million in 1967 (ex- 
ports actually amounted to $665 million). The Indonesian government 
proposed in September 1966 the suspension of all payments on debt 
except cash obligations, a spreadout over 4 years of the short-term 
debt, and a suspension of payment on long-term debt until 1970, 
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pending a refunding operation in conjunction with the stabilization 
effort. ? 

While the Western countries and Japan were willing to make an 
adjustment, the attitude of the Russians and other CMEA countries 
was uncertain, since they had ceased aid with the overthrow of Sukar- 
no and did not participate in the multilateral negotiations. In fact, 
however, the U.S.S.R. tentatively agreed to a settlement before the 
Western countries did. 

The agreed minute adopted at a subsequent Paris meeting (Decem- 
ber 1966) included a refunding of about $249 million due in 1966 and 
1967 on credits guaranteed or made by participating countries. No 
payment was to be made until 1971, when it was to be 5 percent of the 
amount refunded (rescheduled or refinanced) by each creditor; pay- 
ments in 1972 to 1974 were to be 10 percent; 1975 to 1977, 15 percent 
per annum, and the remaining 20 percent in 1978. Moratorium interest 
was to be between 3 and 4 percent and was to be repaid in 1971-78. 
The participating countries agreed to consider further refunding in 
subsequent years. Indonesia was to keep them informed through the 
IMF of actions taken and also on the progress of the stabilization 
measures. Indonesia agreed to seek a similar settlement of the claims 
of nonparticipants (i.e. U.S.S.R. and CMEA countries). In practice 
the arrangements were substantially the same. Formal bilateral agree- 
ments with both Eastern and Western countries took time. 

Subsequently similar arrangements were made in 1967 and 1968 to 
reschedule (or refinance) maturities falling due in 1968 and 1969. 
These were obviously temporizing measures, in accord with Paris Club 
practice in earlier cases, and required yearly payments of over $100 
million to 1980. Rescheduled debt owed to the West for 1967 to 1969 
was about $425 million. 

Since Indonesia is expected to have a continuing payments deficit 
for some years, debt service could be met only by new infusions of aid 
in such form as to permit Indonesia to service debt from its exchange 
earnings by supplying part of import requirements through aid. Of 
course, if exports were to increase sharply a larger share could be met 
from earnings. The essential stumbling block to a more permanent 
solution was the question of Russian agreement to a longer deferral of 
payments. If the U.S.S.R. refused to reschedule further, the effect 

2. Statement for General Suharto at the Tokyo debt conference, Sept. 19-20, 1966. 


3. Indonesian Aide-Memoire, Oct. 6, 1967. Cf. House Appropriations Committee, Hearings, 
“Foreign Assistance and Related Agencies Appropriation for 1970,” p. 811. 
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would be that the European countries, Japan, Australia and the 
United States would supply resources on a grant or loan basis and so 
indirectly facilitate payments of the debt to the nonparticipants. 


1970 Consolidation 


As a means of reaching an equitable settlement in line with Indo- 
nesia’s expected capacity to repay, the Paris group commissioned Dr. 
Hermann Abs, retired chairman of the Deutsche Bank, to work out a 
scheme. The final outcome of a succession of meetings was the agreed 
minute of April 24, 1970, submitted ad referendum to the govern- 
ments. 

The main provisions of this minute are: 

(1) The refunding applies only to debt incurred before July 1, 1966, 
as originally contracted or as modified by the refunding arrangements 
of 1966, 1967 and 1968. These refundings are to be replaced by the 
new schedule and moratorium interest is to be included in the new 
principal. Short-term debt (180 days or less) and compensation for 
nationalized property were excluded. 

(2) Payment of principal is to be in 30 equal annual installments 
beginning January 1, 1970. 

(3) Interest accrued on the original contracts or contracted under 
the prior consolidations is to be paid in 15 equal annual amounts be- 
ginning January 1, 1985. 

(4) No additional moratorium interest is to be charged. 

(5) Indonesian debtors other than the government are to deposit 
the rupiah equivalent of amounts due on the contracts as originally 
agreed in a special account with the Central Bank of Indonesia and to 
be held until payment is made to the creditors in foreign exchange. 

(6) The payment schedule may be modified by agreement any time 
after 1980, on the initiative of any creditor or Indonesia, to accelerate 
payments or to reduce interest payments. 

(7) Indonesia will for 8 years have the right of deferring up to half 
the installment due in any one year, but not more than an amount 
equal to 3 installments in the aggregate. (Varying amounts may be 
postponed in any one year. If 50 percent is taken there could be 6 
““bisques.”’ If 8 bisques were taken the amount deferred would be less 
than 50 percent in some of the years.) Deferred amounts are to be 
repaid in 8 equal annual installments, beginning 1992. Interest is to be 
paid annually at 4 percent on amounts so deferred. 
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(8) Aside from the governments, the rights of creditors, debtors or 
guarantors are not changed. Indonesia will make bilateral agreements 
with the creditors for rescheduling or refinancing or both. 

(9) The creditors are to take necessary action to enable them to con- 
clude the bilaterals and to make them retroactive in case of delay. 

(10) Indonesia agreed to negotiate with creditors not parties to 
obtain a comparable settlement of their claims. 

The 1970 Paris consolidation applied to $607 million of principal 
and $152 million of accrued interest on debt to the participating 
countries. The total principal and interest owed to all countries was 
$2,090.1 million, of which $1,644.6 million is principal and $445.5 
million is interest. 

Indonesia will repay $54.8 million in principal annually from 1970 
to 1999, and in addition $29.7 million on the accrued interest from 
1985 to 1999. If Indonesia exercises its bisque privilege to the full 
extent of $164.4 million, payments of principal will be increased by 
$20.5 million annually from 1992 to 1999, and the interest on these 
deferred amounts would be paid annually in addition. That is, annual 
service on the Sukarno debt will be about $55 million to 1984 and $85 
million for the following 15 years. To the extent that the bisques are 
taken in years 1970 to 1977, annual payments would be decreased by 
half in any year. Indonesia invoked the bisque clause (50 percent) in 
1970, and is expected to do so for the next few years. 

In addition to the Sukarno debt Indonesia will have to service about 
a billion dollars of debt incurred since 1966. Most of this debt is on 
concessional terms, with long periods of grace. AID dollar-repayable 
loans have aggregated $121 million and P.L. 480 dollar repayable 
credits on AID terms, $405 million, requiring service of about $10 
million in the immediate years and about $20 million annually from 
1977 on. The debt will be increased annually by further AID loans and 
loans from other countries. If economic assistance from the consor- 
tium continues at its current rate of about $350 million a year, total 
debt by 1980 would be in the neighborhood of $7.5 billion and annual 
service, as a guess, from $350 to 450 million, depending on the terms of 
aid. If Indonesian recovery proceeds rapidly, borrowing could be in 
much smaller amount. 


Refunding of Debt to the U.S. Government 


As of June 30, 1966, the disbursed and outstanding principal of U.S. 
agencies dollar-repayable loans to Indonesia was $137.8 million, of 
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Table 25. Indonesia: Principal and Interest Accrued on Debt Contracted before 
July 1, 1966( Millions of Dollars). 


United States 214.9 
Italy 149.6 
Germany 124.0 
France lits}ea/ 
Japan 93.0 
Netherlands Sipe 
United Kingdom 32.7 
Total Paris Club 759.1 


Other Western countries 25.0 
Total Western countries 784.1 


USSR 870.3 
Other Eastern countries 435.7 
Total Easterncountries 1,306.0 
Total “Sukarno Debt” 2,090.1 


Source: Department of Commerce, /nternational Commerce, May 25, 1970, p. 32. Data are 
from Indonesian submission. 


which $80.7 million was due Ex-Im, $23 million of ECA and AID 
loans, $33.3 million in surplus property credits and $781,000 in P.L. 
480. (The largest part of the committed amount of $19.4 million had 
not then been disbursed.) A total of $8.6 million of principal was in 
arrears and $2.5 million in interest due had not been paid. Half of the 
arrearage was due to Ex-Im. 

In accordance with the 1966-68 agreements Ex-Im consolidated 
accruals of principal and interest (defer transfers), $30.6 million in 
1967, $14 million in 1968 and $12.9 million in 1969, with interest 
at 3 percent on the deferred amounts. Hence Ex-Im will be required to 
consolidate $96.9 million of principal and interest under the 1970 
arrangement. AID has rescheduled principal of $8 million and capi- 
talized interest of $1.8 million. Payments accruing on P.L. 480 and 
surplus property were also rescheduled in accordance with the agree- 
ment. 

The U.S. Attorney General has given an opinion that legislation is 
not necessary to enable the administration to carry out the terms of 
the 1970 consolidation agreement. Some adjustment among the agen- 
cies will be made because of the provision of the Foreign Assistance 
Act (Sec. 620(r)—the Dirksen Amendment) which prohibits the for- 
giveness of interest. By NAC action, the amounts received by the 
United States will be applied to the AID loans between 1970 and 1980 
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according to the existing schedule. Thereafter, amounts received on 
the AID loans will be paid to the other agencies.4 

Accordingly, a bilateral agreement was signed with Indonesia, 
March 16, 1971, which provided that payments would be made by 
Indonesia to the Treasury as agent for the creditor agencies and ad- 
ministrator of the agreement. The principal of $182.9 million (original 
principal, and capitalized interest in the refunding) will be paid in 60 
semiannual payments from April 1971, subject to the bisque privilege. 
Contractual interest on original agreements accrued to 1969 ($32.7 
million) will be paid in 30 semiannual amounts in 1985 and thereafter. 


Conclusion 


Indonesia has been making appropriate bilateral agreements with 
the other Western creditors, which also have their internal problems 
of arrangements between government agencies and private creditors. 
In August 1970, Indonesia and the U.S.S.R. signed an agreement for 
refunding on terms comparable to those agreed at Paris. 

The 1970 Indonesian consolidation represents the longest stretch- 
out of payments agreed by the creditors for any country in a multi- 
lateral consolidation since World War II. Imposing no moratorium or 
consolidation interest on the amounts deferred from 1970 to 1999 is 
also more generous treatment than has hitherto been accorded. The 
“exceptional measures”’ were taken in view of “circumstances peculiar 
to Indonesia” and so presumably are not to be regarded as a precedent 
for other cases which will arise over the coming years. In fact, few 
countries have gone to ruin as quickly as Indonesia did, particularly in 
the latter part of the Sukarno regime. 

Service on the Sukarno debt will take about $55 million annually to 
1985 and $84 million annually from 1985 to 1999. If the bisques are 
used for the first 6 years, as seems likely, the annual payment to 1985 
will be reduced to $27.5 million, and increased to $105 million from 
1992 to 1999. Post-Sukarno debt of $800—900 million (1971) will re- 
quire additional service of $40—S0 million for the next few years. Ser- 
vice on present debt will, therefore, be roughly $100 million annually 
for some years. Indonesia has continued to borrow at various terms 
to meet requirements. In 1969 alone new borrowings were $471 mil- 
lion, of which $180 million was in AID and P.L. 480. An equal sum 
was borrowed from the U.S. in 1970. How much Indonesia will bor- 


4. NAC, Special Report on the Indonesian Debt Rescheduling (March 1971), pp. 8-9. 
5. The text of the agreement is given in T/AS 7092 (1971). 
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row depends on the degree of recovery and the size of the balance of 
payments deficit. The debt service will depend on terms. It could be 
as high as $400 million annually. 

Indonesia exports have increased from $679 million in 1966 to an 
annual rate of over $900 million in the first half of 1971, but imports 
(c.1.f.) have gone up sharply. The goods and services account in 1969 
showed a deficit of $361 million. With the reconstruction of the econo- 
my, including larger petroleum revenues and exports of agricultural 
goods, the balance of payments should improve. Indonesia could pos- 
sibly become a rich country in aggregate, if not per capita, terms. For 
the immediate future it will depend upon aid in one form or other, but 
the very favorable terms of the refunding should provide a breathing 
spell so that more of earned exchange can be plowed back into the 
economy. It is a “wait and see”’ proposition. The 1970 debt arrange- 
ments permit a reconsideration of terms after 1980, on the option of 
either the debtor or the creditors. 


VII. GHANA 


Background 


Ghana’s international debt troubles have resulted largely from the 
spending spree in the Nkrumah regime and secondarily, from fluctua- 
tions 1n exchange receipts from cacao, which provide about 60 percent 
of the total. 

Since independence (1957) the budget and current account balance 
of payments have been in deficit annually. The trade balance has im- 
proved, and in 1970 was in surplus by $88 million as the result of an 
increase in export receipts to $433 million compared with $301 million 
in 1969. The current deficit was reduced from $212 million in 1965 to 
only $15 million in 1970. The inflation appeared to have been arrested 
in 1971. From 95 in 1961 (1963 = 100) prices rose to 175 in 1970 but 
fell to 153 in March 1971. Consumer prices, however, continued their 
rise to July 1971. The situation deteriorated sharply in the latter part 
of 1971. 

Ghana’s foreign exchange receipts depend principally on produc- 
tion and price of cacao. Since Ghana provides roughly a third of world 
supplies, variations in its output significantly affect world prices, while 
variations of production in the other producing countries, mainly 


168 THE REFUNDING OF INTERNATIONAL DEBT 


Cameroon and Brazil, significantly affect the exchange receipts of 
Ghana. In 1954, for example, reduced production raised the price to 
57.8 cents a pound. Since then, it has fluctuated considerably, but with 
a generally downward trend except in 1968 and 1969. Debt was in- 
curred at least partly in the expectation that cacao receipts would 
provide repayment. 

During the colonial period exports of cacao had been carefully 
managed and foreign exchange was used in part to increase official 
reserves, which were at a high of $532 million equivalent in 1955. 
These reserves, however, were rapidly dissipated after independence, 
particularly from 1961 to 1967.1 At the same time that the Nkrumah 
regime used up its foreign exchange reserves to pay for imports, largely 
consumer goods—the gold-plated bedstead area—capital goods were 
imported and a large number of construction projects were under- 
taken on the basis of supplier credits. 


The Debt of Ghana 


To the present, there have been three general refundings of the gov- 
ernment’s debt, 1966, 1968 and 1970. Unfortunately, such data as are 
available are not consistent, so that it is impossible to present data on 
the growth of the debt, the amounts of debt service, or even the precise 
extent of the debt relief. 

The IBRD has estimated the government and government-guar- 
anteed debt, as of December 31, 1969, at $637.9 million, including 
undisbursed of $73.5 million. Of this total, $303.3 million was in sup- 
plier credits, $66.5 million in loans from multilateral institutions and 
$268 million from governments. Known debt service in 1969 was $38 
million, of which $17.7 million was on supplier credits. Data for 
earlier years are not available on any satisfactory basis. 

The multilateral credits consisted of $53 million by IBRD and $24.8 
million by IDA (June 30, 1970). (Ghana received $10 million in IDA 
credits between the end of 1969 and June 30, 1970.) IBRD loans were 
to the Volta River Authority in 1962 and 1969. U.S. government cre- 
dits are the largest of the bilateral loans. Credits to the government of 
Ghana were $108.7 million and to the Volta Aluminum Co., owned 51 
percent by the government, $111.4 million. AID dollar repayable 
loans to the government were $89.9 million and P.L. 480, $18.7 mil- 


1. For discussion see IMF, Annual Report, 1965, pp. 92-92. Foreign exchange reserves are 
(Aug. 31, 1971) only $46.3 million. 
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lion, and Ex-Im $10 million.2 The Aluminum Company is indebted 
to Ex-Im and AID. CMEA credits are about $75 million. Germany 
and Britain are large creditors on project, balance of payments and 
refunding credits. French official refunding credits were $7.1 million. 

These official credits have not been involved in the debt refundings. 
The refunding problem has arisen from the shorter-term supplier and 
contractor credits. Ghanaian sources report conflicting data. From 
one report it would appear that supplier credits increased from $2.5 
million equivalent at the end of 1959 to $439.6 million at the end of 
1964.3 A later survey estimates the known supplier credits in 1964 at 
$400.8 million and the total debt as $485.5 million. For 1967 supplier 
credits were stated as $334.4 million and the total debt as $475.1 mil- 
lion.4 A 1969 official computation estimated the principal of the out- 
standing debt on February 23, 1966 (the overthrow of Nkrumah) at 
$673.5 million, and unpaid interest of $115.6 million. Supplier credits 
were given as $397.8 million. Subsequently, some undisbursed sup- 
plier credits of $54 million were cancelled by agreement and an equal 
sum has since been repaid.> One of the problems in the refundings has 
been to determine precisely what and how much was to be refunded. 


Refunding, 1966 


The refunding of Ghana’s debt has been closely related to its draw- 
ings from the IMF and the undertakings in connection with standby 
arrangements. Fund missions in 1964 and 1965 had made appropriate 
recommendations on internal and balance of payments policy, but 
there had been no drawings since 1962. The overthrow of Nkrumah in 
February 1966 enabled the authorities to work out a new program in 
consultation with the Fund, designed to rehabilitate the economy. A 


2. Foreign credits, Dec. 31, 1969, p. 69. Loans to the Aluminum Company are probably not 
included in the IBRD figures. The arrangements among the government, the Volta River Au- 
thority (which has borrowed from the IBRD, AID, and Ex-Im) and the Aluminum Company 
are quite complex. The smelter uses part of the power generated by the authority, the dam and 
power plant would not be economically feasible without the smelter. There are long-term con- 
tracts governing power rates, production and taxes. The government revenues from the alumi- 
num complex (profits, royalties, and local costs), will be an important source for eventually 
paying off the debt. 

3. Ghana, Economic Survey 1964, pp. 30-32. Figures have been converted from Ghanaian 
pounds, then at par with sterling. 

4. Economic Survey, 1967, pp. 29-30, cf. Bank of Ghana, Report of the Board, June 30, 1967, 
p. 48. The 1967 Survey makes no attempt to evaluate the pre-1964 supplier credits and recognizes 
that the enumeration of credits then outstanding was not complete. 

5. Ghana, Commissioner for Economic Affairs, “Note on External Debt,” June 27, 1969. 
This was a memorandum circulated in Ghana. 
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standby of $36.4 million in May 1966 was in support of this program.® 
One of the undertakings was that no debt of a maturity of more than 
one year or less than twelve would be incurred without the consent of 
the Managing Director. 7 

The Fund participated in the debt meeting of June 1966, called by 
the U.K., which was the largest creditor on insured supplier credits. 
Germany was the second claimant. Medium-term debt was between 
$300 million and $500 million and contractual payments were about 
the equivalent of $78 million in 1966 and $94 million in 1967.8 

In view of Ghana’s balance of payments situation, with debt service 
a third of exports, it was clear that the contractual requirements could 
not be met, and that unless there were an accommodation, default was 
almost inevitable. 

At the close of the meeting Ghana announced that payments of 
principal and interest would be suspended and new nondiscriminatory 
arrangements made. 

After protracted discussions, the agreement in December 1966 pro- 
vided that 80 percent of the payments due in principal and interest 
accruing June |, 1966 to December 31, 1968 was to be deferred until 
June 1, 1971 and then repaid in installments over the following 8 years. 
The rescheduling applied only to credits of more than 1 year and less 
than 12. The payments covered were about $170 million.? Since no 
new medium-term debt could be incurred without IMF agreement, 
and in fact only an insignificant amount was incurred, the debt prob- 
lem was substantially postponed. 


Refunding, 1968 


In 1968 a second debt conference agreed to a similar postponement 
of medium-term credit payments falling due from January 1, 1969 to 
June 30, 1972. In 1969 payment was to be 15 percent of the due 
amount; in 1970, 20 percent; in 1971 and 1972, 22.5 percent. After 2 
years grace the deferred amounts were to be paid in 7.5 years after 
January 1, 1974. The amount deferred was about $100 million. The 
multilateral agreement of 1968, like the 1966 arrangement, provided 
for the negotiation of implementing separate agreements with the 
creditors. 10 


6. IMF Annual Report, 1966, pp. 106-07. 
7. Bank of Ghana, Report, June 30, 1967, p. 11. 
8. Economic Survey, 1966, p. 27. This report gives supplier credits as $300 million. The Bank 
of Ghana, Report, 1967, states the figure as £250 million. 
9. Pearson Report, p. 383 
10. Standard Bank Group, Annual Economic Review, September 1966, p. 4. 
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Separate agreements were made to pay off arrears on current pay- 
ments over a 2-year period by monthly installments or special arrange- 
ments for payment within 2 years in quarterly payments depending on 
the balance of payments situation. 

Perhaps the obligations to the U.S.S.R. and satellite countries were 
adjusted in a fashion similar to those due to European creditors. They 
are probably being repaid through the bilateral trade accounts. The 
1968 refunding arrangements reduced the payment on supplier credits 
from $66 million due in 1969 to $17 million. Repayment of the consoli- 
dation credits will begin in 1971 and a maximum of $45 million will be 
due in 1976. Total debt payments in 1969 are estimated at about $29 
million and will reach a maximum (on debt outstanding) of $62 million 
in 1976.1! 

The Ghanaian government was of the view that these payments 
were too heavy. Exports in 1969 were $301 million, and debt service 
would be a charge of, say, 15 to 20 percent of export receipts. It sug- 
gested that the creditor governments should extend straight consolida- 
tion loans on DAC ideal terms, 1.e., low interest, long term and 
extended grace periods. The funds provided to Ghana would then be 
used to pay off the creditors directly. The consolidation proposed to 
deal with the refunded and outstanding supplier credits, not the long- 
term project and concessional import loans.!2 This proposal led to 
the 1970 debt adjustment. 


Refunding, 1970 


Neither the data used in the discussions nor the precise terms of the 
1970 agreed minute have been released by the Ghanaian government 
and the creditors, so that the following is approximate. Repayment of 
the amounts refunded in 1966, with moratorium interest accumulated 
at the contractual rates, was to begin June 1971, and under the 1968 
arrangement in January 1974. Principal and accrued interest of the 
medium-term credits is about $250 million, of which $212.6 million is 
owed to IMF member countries and the balance to nonmembers, pre- 
sumably Eastern-bloc countries. Britain is creditor for about $110 
million. !3 

The 1970 refunding applies to payments on these credits falling due 


11. Estimated from Ghana, Commissioner for Economic Affairs, ““Note on External Debt.” 

12. Ministry of Finance, Budget Statement, 1969-70, pp. 19-22. 

13. See Financial Times (London) Oct. 20, 1970, p. 24. The article appears to be based on 
information from Ghanaian sources. 
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July 1970 to June 1972, amounting to $42 million. Half of this amount 
is to be refunded for a 10-year period in any of 3 ways at the creditor’s 
option: (1) straight rescheduling to 1980 and later, (2) consolidation 
or refinancing loans without consolidation interest, or (3) provision 
of grants or easy-term loans equivalent to the payments. !4 The budget 
forecasts payments of $15.8 million on the refunded debts for FY 
1970-71 and $12.3 million on long-term debt, an amount not much 
smaller than in 1968 and 1969. In addition, repurchases from the IMF 
are due for $24 million. 

The Ghanaian government is rather unhappy about these results. 
It had proposed relief from all payments for a 10-year period and 
cancellation of the accrued interest. The creditors were unwilling to 
accord such terms, which would have been more favorable than have 
been given to any country, including Indonesia. The agreed minute 
provides for further consideration of the debt problem in the future, 
probably in the context of the aid consortium. 


Conclusion 


The 1970 refunding will cut payments on the old supplier credits to 
about half for the next 10 years, and government credits at easy terms 
will replace the amounts postponed. New supplier credits are re- 
stricted as are other private credits. 

Payments on the old debts since 1966 have been facilitated by Fund 
drawings and credits financing imports from governments. Total 
drawings from the IMF through November 1971 have aggregated 
$108.4 million, but Ghana has repurchased $69.5 million. The United 
States has provided (to December 31, 1970) a total of $128 million in 
import financing, $100 million from AID and $28 million in P.L. 480. 
(These credits are additional to loans for the Volta River and alumi- 
num project.) The U.K. and Germany and others, in smaller amount, 
have supplied import credits. The total of these credits, about $180 
million in all, covered more in imports than Ghana probably paid on 
debt. 

Ghana has a development program (in addition to the Volta com- 
plex) and would like to borrow $50 million annually for projects in 
agriculture, transport and industry. Additional borrowing, if loans 


14. Ministry of Finance and Economie Planning, Budget Statement for 1970-71, pp. 32-34, 
p. 50, Table 3. 
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are obtainable, will add to debt service unless the loans are quite con- 
cessional in terms. 

From 1967 to 1970 there was a trade surplus arising from increased 
cacao exports (73 percent of total export receipts in 1970). The price of 
Ghanaian and other cacao dropped from 45.6 cents a pound in 1969 
to 25—26 cents in October 1971 to January 1972. Ghana’s export re- 
ceipts dropped sharply from an annual rate of $644 million in the 
second quarter of 1970 to $384 million in the first quarter of 1971. 
Since then receipts have probably fallen further. On the other hand, 
imports increased from $411 million in 1970 to an annual rate of $532 
million in the first quarter of 1971. Arrearages in import payments 
mounted in the second half of 1971. Budgetary and administrative 
reforms are also due. In December 1971, at the time of the currency 
realignment, Ghana reduced the par value of the new cedi from $0.98 
to $0.55, 43.9 percent in terms of current dollars. 

In January 1972 there was a military coup. On February 5 the cedi 
exchange rate was revalued to $0.78, halfway between the old and the 
devalued pars. The new government also announced that it could not 
pay according to the 1970 consolidation agreement and that it was 
unable to accept the arrangements made in 1966, 1969 and 1970. It 
also cancelled the obligations to four British concerns ($94 million) on 
the grounds that the original contracts had been fraudulent, but stated 
that it was willing to arbitrate under the procedures of the Interna- 
tional Centre for Settlement of Investment Disputes, affiliated with 
the IBRD. No further payments on other medium-term debt are being 
made pending reexamination of contracts made before 1966, and 
Ghana wishes to have all valid agreements refunded on IDA terms 
without a “‘sterile multilateral negotiation.”’ Short-term arrears are to 
be paid off in time. These actions do not affect the long-term develop- 
ment credits from the IBRD and governmental institutions. !5 

The creditors are not likely readily to accept these terms so that pro- 
longed negotiation seems probable. Acute debt difficulties are in 
prospect for some years, though eventually with the full operation of 
the hydro-aluminum complex Ghana should be able to obtain addi- 
tional budgetary and exchange receipts to enable it to service its debt 
after readjustment. 


15. Ghana, “Statement of the National Redemption Council on Ghana’s External Debt 
Problem, Feb. 5, 1972.’ Ghana News, 4, no. | (Feb.-March 1972): 3-5. 
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VIII. LIBERIA 


Background 


Liberia is one of the few undeveloped countries which apparently 
has not appreciably increased its debt obligations in recent years. 
Moreover, it has not depended upon general balance of payments 
assistance in the form of program loans to cover debt payments and 
import requirements. The refundings of 1963 and 1968 have reduced 
service to levels which probably can be handled. While Fund drawings 
have helped Liberia over periods of difficulty, most of the credit has 
been repaid from Liberia’s own dollar earnings. 

Liberia’s debt difficulties! have been primarily budgetary. The U.S. 
dollar is the principal medium of exchange.? International transac- 
tions are in dollars so that there is no transfer problem. The principal 
banks are subsidiaries or branches of American commercial banks, 
one of which, the Bank of Monrovia, holds the government deposits, 
and with others finances current governmental borrowing. The dollar 
supply can increase only by increased earnings abroad or foreign 
grants and credits. Since the government’s budgetary debt is a dollar 
debt, it has been linked with the long-term external debt problem. 

While the bulk of the population is in a rather primitive subsistence 
economy, the monetized sector depends largely on the foreign-owned 
mining companies and rubber plantations. Iron ore and rubber con- 
stitute about 90 percent of exports. The concession agreements vary ; 
some companies pay corporate income tax (45 percent of net profit); 
others have temporary tax exemptions; the mining companies pay 50 
percent of net earnings, either under the concession or through gov- 
ernment ownership of stock, supplemented by certain minimum royal- 
ties. These payments are generally in lieu of all other taxes and the 

1. Liberia’s foreign debt troubles go back to 1874 when a sterling bond issue of 1871 de- 
faulted. This issue was secured by customs and excise receipts paid over to the U.S. Minister. 
The debt was reorganized in 1898-99, secured by rubber revenues paid to the British Consul. 
A new loan in 1908 was similarly handled. In 1909 the U.S. government intervened and a new 
loan of $1.7 million in 1912-13 paid off the earlier issues. A receiver of the earmarked revenues 
was appointed by the U.S. President, and representatives of the U.K., France, Germany and 
the U.S. supervised administration. This loan was in arrears from 1919 to 1926. A U.S. Treasury 
loan of $5 million in 1918-20 was proposed as a refunding measure, but was not approved by 
Congress. In 1927, the National City Bank privately placed a new bond issue of $2.5 million to 
refund the earlier loans. This loan was readjusted in 1935 with reduced interest rates. The loan 
hada final maturity of 1966, but was paid off, apparently, in the 1950 period. 

2. The Liberian dollar is at par with the U.S. dollar. Liberian coins circulate along with 
American coins and notes. The proposal for a central bank and an independent currency is in 
abeyance. 
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companies may import needed goods free of duty, and remit profits 
without restriction. 


Debt 


The Liberian economy boomed in the 1950-60 period with a large 
inflow of foreign direct investment in iron mines. Public revenues in- 
creased, and expectations increased faster on the assumption of large 
income from mining royalties and taxes. Government buildings and 
other public works were constructed under “prefinancing contracts,” 
whereby government agencies gave their short-term or medium-term 
notes to contractors and suppliers at greatly varying rates of interest 
and maturity? and without any centralized control of borrowing. 
“Prefinancing” debt increased from $0.9 million in 1955 to $30 million 
in 1961. Current government deficits were financed at short term by 
the banks. Aside from Ex-Im (15- to 25-year) loans and German gov- 
ernment loans (see Table 26), the obligations had maturities of one to 
five years. Public debt, which was estimated at $13.7 million at the end 
of 1957 (Moody), increased to $122.6 million in 1963. Contractual 
interest and amortization in 1963 required $33.6 million, when total 
government revenues amounted to $36.2 million. At the beginning of 
1963 the debt, including short-term, stood at $132.5 million plus $35.9 
million in interest. For the 6-year period 1963-68 debt service was esti- 
mated at $20 million annually, about half of government revenues.+ 

Liberia joined the IMF in 1962, and almost immediately called for 
financial and technical assistance to straighten out the financial mess. 
A staff mission recommended a series of measures, budgetary controls, 
debt centralization, new taxes and a readjustment of debt to stretch 
payments over a reasonable period (as long as 15 years) to correspond 
with expected concession and other earnings. A Fund representative 
has been resident in Liberia since 1963 as an advisor to the govern- 
ment. 

Refunding credits as well as new project credits had increased the 
principal of the total debt to $178 million in 1968 when a second 
rescheduling was arranged. 

3. One study states that explicit interest and financing charges were about 12 percent, but 
that hidden interest costs through contract figures on construction and other charges raised the 
rate to a range of 15 to 30 percent with annual service of from 24 to 40 percent. (Cf. Robert 
Clower, “Summary Report,” Northwestern University Economic Survey of Liberia, Evanston, 


Ill.: Northwestern University Press, 1962, p. 29). 
4. Liberia, Report of the Treasury Department, 1963-64, p. 15. 
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Table 26. Liberian National Debt, 1949-70, and Debt Service, 1965—70* 
(Millions of Dollars). 


Principal Service 


1949 0.6 

1953 Ox5 

1955 8.7 

1956 9.3 

1957 12.9 

1958 22.7 

1959 37.6 

1960 46.2 

1961 86.2 

1963 122.6 

1965 175.7 11.6 
1966 182.4 9.1 
1967 186.0 9.6 
1968 173.3 eS) 
1969 168.9 1225 
1970 175.6 14.5(E) 


a. Data for 1949 to 1961 were derived from Liberia, Secretary of the Treasury, Annual Reports. 
(George Dalton and Robert Clower, “Notes on Government of Liberia Revenue and Debt,” 
Northwestern University Economic Survey, p.9.) As reported, debt includes short- and long-term. 
Data for 1965 to 1970, from IBRD sources, include only debt of a maturity of more than one 
year, as of Jan. 1. Undisbursed amounts are included ($15.7 million in 1970). Short-term debt 
fluctuates with the budget. 


Table 27. Estimated Composition of Liberian Long-Term Public Debt (In- 
cluding Undisbursed), as of March 31, 1963, and January 1, 1968 and 1970 
(Millions of Dollars ). 


1963 1968 1970 


Bank credits 1S!) 11.4 9.5 
Supplier and other private S9u7 36.9 30.0 


Governments 47.4 120.8 128.3 
USS. total 31.1 102.5 106.0 
Ex-Im 30.1 30.3 28.6 
AID and other 1.0 72.2 77.4 
Germany sey 16.0 naa. 
Other governments 6 23 n.a. 
IBRD 0.0 43 7.9 
Total 1226 WS Wat6 


Source: The estimates are based on IBRD data, the U.S. Treasury, Foreign Credits and figures 
used in the debt discussions. Data for 1963 on U.S. government credits did not include the lend- 
lease credit, which is included in the 1968 and 1970 estimates ($17.9 million). No breakdown by 
creditor country is available for 1970. The German credits probably were $17 to $20 million, 
including the refunding credits. Data for Ex-Im and other U.S. credits include only loans to the 
government. Ex-Im loans to the private companies were $50.5 million outstanding, Jan. 1, 1970. 
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1963 Refunding 


The Liberian government, advised by the IMF staff, proposed a 
rescheduling of principal repayments on an “‘equitable”’ basis. In fact, 
equal treatment would have been practically impossible considering 
the variety of terms on which the debt had been contracted. The main 
difficulty was that the notes issued to contractors and suppliers had 
been in good part discounted with financial institutions by the original 
holders or sold to other private parties. 

After protracted negotiations with individual creditors, Liberian 
payments of principal in 1964 were scaled down from the $13.2 million 
to $4.3 million; in 1965 from $14 million to $3.6 million and so on to 
1968 when the figures were to be $8.7 million and $5 million, respec- 
tively. The commercial banks agreed to a 4-year moratorium with 
repayment over 6 years. Ex-Im postponed the principal due 1964 to 
1968, $13.2 million, with repayment 1971 to 1978. A variety of ar- 
rangements was made with the contractors. Amounts under $1 million 
were paid as originally scheduled. Unused amounts on two Italian 
credits were cancelled ($4.8 million). Other private credits were 
stretched out by agreement. Contractors and suppliers received 25 per- 
cent of the principal over the first 6 years, 30 percent over the second 5 
years and 40 percent over the final 4 years. ““To get all of the principal 
23 creditors to agree to the plan was a problem difficult to even des- 
cribe. It would not have been possible if there was not every assurance 
of fair and equal treatment to all involved.”’> The Paris office of the 
First National City Bank was made the paying agent on the various 
notes. The Fund standby provided part of the cash needed. Interest 
payments were made on all credits at the original rates and the refund- 
ing credits required additional interest. 

As a net result total payments of principal and interest were to be 
reduced to $9-10 million from 1964 to 1968, and $14-16 million the 
next 3 years. The IMF has importantly supplemented local resources 
in meeting the revised schedule. With an increase in quota and a suc- 
cession of purchases and repurchases the Fund has provided $28.5 
million in gross drawings, used in part to meet debt payments. The net 
outstanding has been reduced to $4.4 million (February 1972). 


1968 Refunding 


With advice from the Fund, Liberia introduced fiscal and adminis- 


trative reforms, “the austerity program.” Expenditures, including 
5. Ibid., p. 16. 
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debt service, in 1968 were held slightly below the revenues of $51.1 
million.® The receipts from the rubber and iron ore concessions were 
below anticipations as the result of falling prices and delay in the Lam- 
co project. Some of the concessions were renegotiated. 

During fiscal year 1968 debt payments had been $11.8 million, but 
the contractual amount was scheduled to rise to $17.6 million in 1969, 
$17.5 million in 1970 and $16.8 million in 1971, an average of $17.3 
million for the 3-year period,’ some 30 percent of expected revenues. 
Liberia decided to seek some alleviation of the schedule and the Liber- 
ian Secretary of the Treasury negotiated arrangements with the U.S. 
and German governments and financial institutions. The creditors 
agreed to scale down payments to about $14 million.’ The Ex-Im has 
refunded $83.9 million of principal falling due in these years (6 per- 
cent) with repayment 1972 to 1974 when Liberian debt service would 
be lower than in 1969-71 by some $2.5 million.? Proportional adjust- 
ment in their claims were made by the banks, one of which gave longer 
terms for repayment of the refunded amounts. Apparently no changes 
were made in the terms of the debt refunded in 1963 owing to the con- 
tractors and suppliers. 


Prospects 


The net effect of the 1963 and 1968 refundings will be to reduce debt 
service to about $14.5 million in 1970 and 1971 with payments rising 
to about $17 million in 1974.19 This level of payments should be 
within Liberia’s capacity to pay, unless heavy service is required on 
additional borrowings. German (K.f.W.) and U.S. government credits 
(AID and P.L. 480) have been on relatively easy terms. Supplier credits 
have been repaid for the most part and new long-term borrowings 
have been moderate. 

There were budgetary surpluses in 1968 and 1969, and probably in 
1970. Since 1964 exports have increased rapidly to a high of $214 
million. Imports have varied between $104 million and $126 million. 

6. In fiscal year 1968-69 the budgetary surplus increased to $4.7 million (Treasury, Annual 
Report, 1968-69, p. 24). 

7. Liberia, Treasury, Annual Report, 1967-68, pp. 19, 84, 85. This report states the external 
debt as $227.6 million including principal and interest (includes short-term debt). 

8. Ibid., p. 83. 

9. Some of the debt service figures are read froma chart in Treasury, Annual Report, 1968-69, 
p. 85. 

10. The Annual Report, 1968-69, states the outstanding principal as $184 million. Debt service 
payments are stated as $18 million (p. 105), but in another place as $12.8 million (pp. 24-27). 
The difference may be due to the inclusion of short-term in one estimate but not in the other. It 
may be that the larger figure is gross and the smaller net of refunded amounts. 
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The trade surplus, which has to provide resources for servicing private 
as well as public debt, in 1969 and 1970 amounted to about $80 mil- 
lion. Service on Ex-Im loans to the private companies was only $8.4 
million, with, perhaps, an equal amount to other creditors. Since the 
budget also depends on the government’s share of the earnings of the 
companies, the dollar net can be used also to reduce the short-term 
debt to the banks. 


IX PERU 


Background 


The current Peruvian debt difficulties are related primarily to the 
short- and medium-term suppliers! and bank credits which constitute 
about half of the disbursed and outstanding debt. In addition there are 
short-term (less than one-year maturity) banking and commercial 
debts, which also have been subject to refunding arrangements. A 
reduction in the flow of new credits and balance of payments diffi- 
culties created a severe debt crisis in 1968. So far there has been only 
short-term relief. 

The Peruvian trade balance depends largely on the price and quan- 
tity of exports of metals, cotton, sugar, and more recently, fishmeal. 
Peru generally has had a favorable trade balance, but the rapid rise of 
imports from 1965 to 1967 produced trade deficits in 1966 and 1967. 
Debt service requirements and a net deficit on other invisibles resulted 
in a current account deficit in all years except 1964 when there was a 
small surplus and 1970 when the surplus was $110 million. A net in- 
flow of capital, however, permitted an almost steady rise in foreign 
exchange reserves from 1948 to 1970. The change in the exchange rate 
of the sol from 26.8 to 38.7 per dollar in mid-1967 was followed by a 
sharp cut in imports and a considerable increase in exports so that a 
large trade balance has reappeared. 

Inflation had persisted for some years before 1967, with an unbalan- 
ced budget and expansion of bank credit, and attempts to deal with 
the problem were unsuccessful. In 1967 there was “‘a massive flight of 
capital from the country”! precipitating the devaluation in the middle 
of the year. In 1968 the government put in effect a series of new mea- 
sures to curtail expenditures, to increase taxes and to restrict credit, as 

1. IMF, press release, Nov. 8, 1968. 
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well as to secure adjustments of the external debt. To aid in the stabili- 
zation effort the Fund entered into a $75 million standby arrangement 
on November 8, 1968. In connection with the standby Peru undertook 
not to authorize new public external debt of maturities of from 180 
days to 10 years (except for bulk agricultural purchases and certain 
credits to government banks) and to limit borrowings at 10 to 15 
years.? Peru met the requirements of the standby, which was renewed 
in 1969 and 1970. The financial policy of Peru under the standby was 
directed to rebuilding reserves and attaining a reasonable degree of 
financial stability. The new program aims at “reactivation of the eco- 
my’ by expanding investment, while at the same time raising addi- 
tional revenues and limiting government recourse to the banking 
system. “It would also provide for policies designed to ensure an 
appropriate foreign debt profile.”’3 

The medium- and long-term debt is (January 1, 1970) estimated by 
the IBRD as $1,117.1 million, of which $858.1 million is disbursed and 
outstanding. Bond issues and “other private’ debt were $167.3 
million. The publicly issued bonds represent the refunding of earlier 
issues in the U.S. and U.K. markets, which were themselves refunding 
still earlier issues,4 and also new issues in connection with the refund- 
ing. Payments on these bonds have been made according to the revised 
contracts. Loans from the IBRD and IDB were $184.5 million. Loans 
from governments were $234.7 million. The U.S. and Germany are the 
principal bilateral creditors though in both cases a large proportion 
(almost half) of the commitments remained undisbursed in 1969. 

Suppliers’ credits stood at $388.4 million. These credits apparently 
include military equipment from various countries, railway, bridge, 
highway and irrigation projects, industrial equipment, telephones, 
refineries, hospitals, educational materials, feasibility studies and 
minor purposes of the government, its agencies and local authorities. 
Interest rates are, of course, higher and maturities shorter than on 

2. Banco Central de Reserva del Peru, Economic and Financial Review, no. 24, (1968), pp. 

ea 
ae press release, April 17, 1970. 

4. The involved history of Peruvian debt, default, refunding, new loans and their relation to 
to wars, the guano and nitrate concessions, assignment of revenues, fiscal mismanagement, etc., 
are summarized in Wynne, State Insolvency, pp. 109-98. The early loans during the War of 
Independence (1822-25) defaulted in 1825 and were refunded in 1849. Additional loans and 
refunding, tied to the guano concession, were issued in 1853, 1862 and 1865. Later loans were in 
1872, 1906, and in the 1920s. The general default in the depression and the scandalous operations 
in the preceding years provided many pages of copy in the Johnson and Pecora investigations. 
The defaulted debts were negotiated by the Council of Foreign Bondholders in 1938, when the 


new settlement included the cancellation of interest arrears, the reduction of the rate from 7.5 
to 5 percent, and the consolidation of issues. 
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loans by the international banks or governments. Supplier credits, 
though mostly denominated in dollars, were extended by Japanese, 
German, and other non-American companies. 

The principal banking creditors are U.S. commercial banks though 
there are also credits from Canadian and French financial institutions. 
This debt has increased most rapidly, from $5.1 million at the end of 
1964 to $142.2 million at the end of 1969, largely to meet the current 
balance of payments deficit. These credits were generally renegotiated 
in 1968. 


Refunding 


Peruvian total public debt payments in 1966 and 1967 aggregated 
$88.4 million and $93.8 million respectively. The contractual amounts 
increased rapidly in the latter half of 1968 and 1969, and in this year 
and a half about $240 million was to be paid. Peru called on the bank 
and supplier creditors to readjust the debts. There was no Paris Club 
type of consolidation, but individual deals were made with some of the 
creditors and additional funds were borrowed from foreign banks to 
meet payments on debts not refinanced. For example, the Royal Bank 
of Canada loaned $5 million to pay amounts due to AID and Ex-Im. 
The credit was repayable in 8 semiannuals from April 1970 at 2 per- 
cent (including commission) above the Euro-dollar rate. Similarly, 
the Toronto Dominion Bank loaned $5 million to pay amounts due to 
IBRD, IDB and First National City Bank, (8 semiannuals at 1.75 
percent above Euro-dollar rate). The Bank of Nova Scotia loaned 
$10.5 million (8 semiannuals at 1.75 percent above the New York 
prime rate) to refund its own prior loan and to finance other payments 
to IBRD and Ex-Im. The Bank of America rolled over payments due 
it, $8.4 million (10 semiannuals at 1.75 percent above its prime rate). 
A consortium of French banks refunded Fr.11.3 million at 2 percent 
above the Euro-dollar rate, to be repaid in 8 quarterly installments. 
The Bank of London and South America loaned $2.2 million at 2.25 
percent above the 180 day Euro-dollar rate (7 semiannuals). The 
Franklin National Bank of New York loaned $5 million at 1.5 percent 
above the New York discount rate (15 quarterly repayments). The 
K.f.W. provided DM110 million (8 semiannuals at 6.75 percent and 
0.5 percent commission) to refinance German credits. The French 

5. There is a detailed statement of these debts and payments in Controloria General de la 


Republica, Cuenta General, 1966, pp. 277-330, but it is practically impossible to classify the 
data in the IBRD format. 
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government rolled over 75 percent of obligations due it (Fr.23.2 mil- 
lion at 5 percent and 8 semiannuals). The Spanish government loaned 
$4.8 million at 7.5 percent to refinance 82.5 percent of the amounts 
due in 1968 and 1969.6 

The process of individual refundings has continued to the present 
(1971). In March 1970, short-term debt of about $220 million due to 
German, French and British creditors was refunded so that three- 
fourths of the payments would be due in 1976 and 1977 and only a 
fourth was to be repaid in 1970 and 1971. Interest was at 8.5 and 9 
percent. Italian credits were refinanced (8.25 percent) for payment in 
1970 to 1973. 

Later in 1970 arrangements were made with U.S. banks for refi- 
nancing $94 million, to be amortized, 1971-75; Canadian banks, 
$19.6 million at 1.75 percent above the New York prime rate and 
amortization in 1970-75; and with a consortium of French banks, 
for $11 million, to be amortized 1970—72.7 

In the attempt to secure a better timing of repayment, Peru called a 
meeting of the creditors in Lima, followed by a second meeting in 
Brussels in November 1969. The European and Japanese creditors 
could not agree upon uniform terms and decided Peru would have to 
continue bilateral settlements. A month later agreements were reached 
with Belgian, Italian, Japanese and Spanish creditors to defer 75 per- 
cent of the amounts due, and a little later with British, French and 
German creditors.’ There has been no refunding of the amounts due 
to IBRD, IDB or the U.S. government. 

By these temporizing expedients, amortization payments in 1968 to 
1970 were greatly reduced at the cost of higher interest payments on 
the outstanding amounts. In 1968 effective amortization was reduced 
from $150.9 milliom to $95 million and in 1969 from $196.9 million to 
$126.8 million,? with the deferred amounts falling due 1970 to 1975. 

In 1970 the German government agreed to refinance 75 percent of 
the obligations to be repaid in 16 years from 1972 with interest at 8.5 
percent. The French government refinanced 75 percent of the obliga- 
tions to French nationals at 9 percent with repayment 1972-76 and 
the Belgian government refinanced Belgian credits at 9 percent with 

6. Terms are summarized from Banco Central, Boletin, Nov. 1968, pp. 58-67: Dec. 1968, 
pp. 75-78: Jan. 1969, pp. 60, 70; June 1969, p. 38; Nov. 1969, p. 65. Cf. K.f.W., Annual Report, 
se Ferran and South America Review, March 1970, p. 167; April 1970, p. 230: May 
1970, p. 287; July 1970, p. 406. 


8. Ibid., Jan. 1970, p. 47; March 1970, p. 167. 
9. Banco Central, Economic and Financial Review, no. 26 (1969-70), p. 37. 
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repayment in 1972-75. Spanish credits were privately refinanced at 8 
percent with repayment in 1972—76. The Bank of London and South 
America also refinanced its credits. Other banking credits refinanced 
accruals of service. 19 


Prospects 


The reported debt service in 1968 was $214.6 million and in 1969, 
$143.6 million, of which principal was $171.8 million and $96.2 million 
respectively.!! These amounts include, however, debt payments which 
were in fact refundings, 1.e., the principal of one note was repaid to the 
banks which provided an equal amount in new loans, plus in some 
cases, additional amounts to pay interest accrued. Bank credits were 
$68.5 million January |, 1967 and were $146.9 million at the end of 
1969. Total principal payments on bank credits were $117.7 million 
and interest, $24.7 million. In 1968, with the complex borrowings and 
refundings noted, payments to the banks were $103 million, but new 
bank loans $133.8 million. In 1969, and probably in 1970, the roll over 
was smaller. In 1968 and 1969 part of the debt was refunded by the 
issue of securities in the market or privately, and other private borrow- 
ings were $131.3 million. Some of the securities replaced banking ob- 
ligations and supplier credits falling due. Debt to governments in- 
creased by $75.1 million, of which $64.2 million was net. That is, gov- 
ernmental debt was rolled over and governments refinanced payments 
on supplier credits extended earlier by their nationals. 

Not all of the details of the ways in which the debt was effectively 
refinanced and refunded have been reported. The Peruvian Finance 
Minister!? stated that no further refunding would be necessary in 
1970 and that debt service in 1970 had been reduced by agreement to 
about 70 percent of the original requirements, a net of $137.4 million. 
This would be about 13.2 percent of exports. The IBRD shows a drop 
in the debt service ratio from 22 percent in 1968 to 13.8 percent in 
1969. 

With supplier credits replaced in part by governmental and banking 
credits, debt can be rolled over more readily. If exports continue to 
improve the situation will become more manageable. Peruvian debt 
will continue to be heavy. It is almost double what it was in 1965. The 
interest cost on much of the debt is now higher (more than three times 


10. Idem., Boletin, March 1970, p. 53; April 1970, pp. 49, 56, 60-61. 
11. Data from IBRD. 
12. Speech of General Morales Bermudez, in Banco Central, Boletin, Feb. 1970, pp. 7-8. 
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the 1965 amount) and will fluctuate with the market, since many of 
the refunding loans are at floating rates. Political problems have 
stopped the flow of aid assistance from the industrial countries, par- 
ticularly the U.S., which has given no AID loans since 1967, and Ex- 
Im credits have also stopped. 


SURUGUANM 


Background 


The 1965 refunding was primarily a renegotiation of commercial 
bank credits to the Bank of the Republic (then the central bank with 
commercial and investment functions), arising mostly from the refi- 
nancing of short-term commercial credits by the bank at an earlier 
date. The crisis was precipitated by rapid inflation and the mainte- 
nance ofa greatly overvalued exchange rate. 

Between 1963 and 1965 prices had more than doubled (wholesale 
prices, 1963 = 100) and have risen more rapidly since, to 2440 in 
December 1970. The peso has been devalued in several steps as suc- 
cessive exchange crises required. In 1964 there were 18.7 pesos to the 
dollar; in 1965, 59.9; 1966, 76.2; 1967, 200; in 1968, 250; and 370 
from December 1971. Uruguay has in recent years had a surplus on 
trade account, a net of tourist receipts, but deficits on invisibles other 
than debt payments. In 1965 and 1966 there were relatively large sur- 
pluses on current account. 


1965 Refunding 


In 1965 the outstanding debt was $375.3 million; $133.1 million of 
the Bank of the Republic, $115.1 million of other public debt including 
the outstanding bonds, $75.1 million owing by private banks and $52 
million by other private obligors, probably for the most part supplier 
credits.! The nonbank public debts presented little problem of pay- 
ment. The bond issues, included in the miscellaneous item of $42.2 
million, required payments of about $5 million per annum.? The other 
long-term obligations were to the IBRD, Ex-Im, AID and Japanese 

1. Banco de la Republica Oriental del Uruguay, Memoria, 1965. p. 151 

2. Moody summarizes the succession of bond issues in London and after 1915 in New York, 


with the succession of defaults and refundings and reductions of coupon rates. About $24 
million of these issues. including the general consolidation of 1937, is still outstanding. 
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companies. Payment was not heavy, and these obligations were not 
refunded. 

The Bank of the Republic, however, had obligations of $126.9 mil- 
lion falling due in 1965, including some short-term accounts. Total 
exchange receipts were estimated at $228 million and import require- 
ments at $205 million.3 (Actual exports in 1965 were $191 million and 
net travel $26 million.) The situation was complicated by a flight of 
capital. 

The Bank of the Republic suspended payment on its foreign obli- 
gations and renegotiated the outstanding debt. The American banks 
rolled over credits of $47.7 million of the total of $55.7 million, granted 
new lines of credit for $21 million and renewed the availability of other 
credit lines of $25 million. These credits were secured by a pledge of 
gold. The Bank of Nova Scotia consolidated debt of $7 million and 
extended an additional line of $3.5 million. The Bank of London con- 
solidated debt of $5.6 million to be repaid in semiannual payments, 
each of $1 million beginning in June 1966. The Swiss, French and 
Italian bank consortium extended most of their claims for repayment 
over 5 years. There was also an agreed deferment of payment on cer- 
tain supplier credits. Oil companies, British and American, deferred 
payment ($20 million) until 1966 and 1967. The agricultural machi- 
ery credits were to be repaid over a 3-year period.4 There was an exten- 
sion of time on the bilateral agreements with the central banks of 
Argentina and Brazil, and apparently the Uruguayan commerical 
banks made their own arrangements with their foreign correspon- 
dents. The net result of these negotiations was to defer the largest part 
of the payments due in 1965 to the years 1966 to 1969, though it was 
expected that some of the banking arrangements would be further 
extended when they came due, as they were in fact later. 

The 1965 refunding was assisted by an IMF standby credit of $5 
million in mid-1966. Uruguay undertook to restrain inflation by li- 
miting borrowing. The peso was devalued again. 


Sequel 


As the result of the 1965 consolidation, debt service was reduced 
from $24 million in 1964 to $17 million in 1965, but the refunding 
arrangements and additional borrowing increased the amount to 
$48.6 million in 1968 and $57 million in 1969. In 1968 the U.S. com- 


3. Banco de la Republica Oriental del Uruguay, Memoria, 1965, p. 147. 
4. Ibid., pp. 148-54. 
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mercial banks renegotiated the outstanding $51 million debts to them 
(secured by earmarked gold) with repayment beginning 1970. Supplier 
credits were relatively small, some $26 million. Credits from the U.S. 
government did not impose a heavy burden, and the Argentine and 
Brazilian central bank arrangements have been refunded on a 10-year 
basis. 

The process of rolling over debt has continued, and borrowings 
from the banks greatly exceeded payments to them. Total debt service 
to banks was $55.1 million while utilization of bank credits was $133.5 
in the 5-year period 1965-69. In this period the outstanding bond 
issues were reduced by $10.7 million and supplier credits were reduced 
in 1969, as also apparently, the obligations to the Argentine and Bra- 
zilian central banks. Loans from governments and international or- 
ganizations have increased. 

The IMF standby of 1965 was followed by another in 1968. As of 
February 1972, total drawings on the Fund were $101.2 million of 
which 67.9 million had been repaid. The United States has provided 
$30 million in import financing and $23 million in P.L. 480. These 
forms of assistance have helped deal with the balance of payments 
problem. The debt situation is no better than it was in 1965. 


Prospects 


The debt of Uruguay is now about $320 million (January 1, 1970), 
about 50 percent more than it was in 1965. Debt service in 1969 was 
$57 million. Total interest cost rose from $5.2 million in 1965 to $14.7 
million in 1969. Total public debt service is 22 percent of the disbursed 
outstanding principal, a ratio somewhat higher than the average 
world-wide rate on supplier credits. The debt service ratio in 1969 was 
18.8 percent. Contractual debt service payment will rise in the imme- 
diate future by the terms of the refunding arrangements. To a large 
extent this ratio is nominal, since the banks in practice will have to roll 
over most of their claims. The longer-term debt on bilateral account is 
owed mostly to AID, and amortization will begin on most of it only in 
1973. The loans from the IBRD and IDB have higher interest rates and 
shorter maturities so that their service will be heavier. The main prob- 
lem will continue to be, for years to come, the periodic refunding by 
the banks of the outstanding credits, and the compounding of interest 
costs. 

While exports have been increasing in recent periods, so have im- 
ports. The prospects for the future are unpredictable. Wool forms 
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about a third of exports. Meat, hides and linseed oil are the other 
important items, all subject to considerable market fluctuation. The 
worsening of the internal situation needs little comment; the political 
unrest has been reported by the press. The inflation resulting from 
governmental and private borrowing continues. 


XI. PHILIPPINES 


Financial Situation 


The Philippine debt problem arises largely from the financing of a 
rising trade deficit on government and private account through short- 
and medium-term borrowing from American (mostly), European and 
Japanese banks, in a period when governmental deficits increased and 
prices rose sharply. Longer-term project credits from the International 
Bank and the Ex-Im have not posed a serious problem. 

The trade deficit (f.0.b. basis) increased from $38 million in 1964 to 
$278 million in 1969, compared with total exports of $855 million. 
While imports increased by 44.7 percent in this period exports in- 
creased by only 15.2 percent. Despite the inflation, an overvalued 
exchange rate was maintained until 1970, when the rate was freed so 
that the effective rate for the peso was reduced from 25.4 to 16.3 U.S. 
cents. The rate has been pegged at about 15.6 cents since the middle of 
1970. The trade deficit was reduced to $28 million in 1970, but in- 
creased again in the first half of 1971. 

The government deficit has been financed by borrowing from the 
central and commercial banks. From the end of 1964 to the end of 
June 1970, the claims of the banks on government and official agencies 
rose from 1.9 billion to 4.7 billion pesos. In 1969, an election year, the 
increase was P1.2 billion. These claims were reduced slightly by Sep- 
tember 1971. Wholesale prices increased from 105 in 1964 to 145 in 
June 1970 (1963 = 100) and stood at 177 in December 1971. The infla- 
tion has so far not been arrested. 


Debt Situation 


Philippine long-term debt increased from $275.9 million in 1963 to 
$502.1 million in 1969 (January 1), but these figures exclude some $600 
million of private debts guaranteed by public agencies. Service on the 
reported debt increased from $28.6 million in 1963 to $61.5 million in 
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1969, but these amounts include considerable rolling-over of debts 
by commercial banks. 

As of December 31, 1969, the IBRD estimated a committed total of 
$569.2 million and a disbursed total of $443 million. The undisbursed 
amounts were mainly on U.S. government and international agency 
loans. The bilateral governmental credits ($171.3 million) had been 
extended mostly by U.S. agencies, and the international ($201.9 mil- 
lion) by the IBRD with smaller amounts from the ADB. These were 
primarily project credits at long-term and presented little problem of 
service. They were not part of the refunding exercise. The debt prob- 
lem arose largely from the banking credits. 

The Central Bank of the Philippines reported the outstanding total 
debt of the government, governmental corporations and monetary 
authorities as $890.4 million at the end of 1969 and $1,030 million as 
of December 31, 1970.1 This amount included short-term credits 
which were of the order of $450 million, owed mainly to foreign com- 
mercial banks (the groupings of data are not identical). Approxi- 
mately, long-term government and guaranteed obligations were over a 
billion dollars, and government short-term obligations about $450 
million. There were, of course, private obligations, not guaranteed, of 
an unreported amount. 


Debt Crisis and Refunding, 1969-70 


Prior to 1969 apparently the banks frequently rolled over their 
short- and medium-term credits. By the end of 1969, the situation 
became more acute. As of June 30, 1969 the Central Bank of the Philip- 
pines reported a total of external public debt of $775 million,? proba- 
bly on a disbursed and outstanding basis, but including debt of less 
than a year maturity of, perhaps, $200 million. Of the total debt $324.3 
million was owed to U.S. commercial banks. European and Japanese 
banks were also creditors. 

In 1970, about $325 million was falling due to banks on short- and 
medium-term credits, and $181.2 million was due for payment in the 
latter half of the year to American banks alone. A consortium of 33 
U.S. commercial banks in June 1970 agreed to “restructure” short 
and medium debt of $247.4 million, so that only $40 million was pay- 
able in 1970, $10 million, $20 million, and $30 million in the following 
three years, $55 million in 1974, $61.8 million in 1975, and $30.6 mil- 


1. Central Bank of the Philippines. Annual Report, 1970, pp. 30-32. 
2. Idem., Statistical Bulletin, Sept. 1969, pp. 260-62. 
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lion in 1976. Probably, the low payments in 1971—73 on the restruc- 
tured debt permitted original amortization on the unconsolidated 
debt. The schedule adopted was said to be based on the central bank’s 
forecast of exchange earnings. 

The central bank also began renegotiating the schedule of payments 
of $27.5 million to European banks and received a one-year line credit 
of $50 million from a consortium of 15 Japanese banks, at 1.5 percent 
above the Euro-dollar rate.3 In this way payment will be stretched for 
an additional year on these credits unless subsequent arrangements 
are made. The European banks have refunded their credits for various 
periods from one year to six. Interest rates were much higher on these 
credits, to 10.5 and 11.5 percent. American bank credits as refunded 
were from 5.75 to 8 percent.4 

The net effect of these debt restructurings will be to reduce the pay- 
ment hump from 1971-73, so that service on official short- and long- 
term debt is likely to be nominally from $100 to $150 million a year. 
The banks may, of course, renew credits again, so that the real burden 
will be lower. Interest costs have increased greatly. Prior to 1965 most 
of the debt was at 6 percent or less, but as of 1970 the bulk of the debt 
had interest rates between 7 and 8.5 percent and some obligations were 
as high as 12.5 percent. 

The Philippine situation was eased by IMF credits, and to a small 
extent by a P.L. 480 credit of $10 million. The Fund agreed to a stand- 
by of $27.5 million in 1970, when the Philippines made the exchange 
adjustment and undertook to restrain domestic and foreign borrow- 
ing. In March 1971, the Fund approved a new standby ($45 million), 
which explicitly recognized that it would help “meet foreign debt 
payments.”’> 


Prospects 


The immediate crisis has been avoided, but debt payment will con- 
stitute a heavy burden on the balance of payments for years to come. 
The consultative group under IBRD chairmanship in April 1971 
reviewed the Philippine development program but was greatly con- 
cerned about the short- and medium-term debt problem. “‘It was also 
recognized that while the Philippines had the capacity to service this 
debt, it would do so only by foregoing opportunities for growth. The 

3. IMF, International Financial News Survey, May 22, 1970, p. 166; June 26, 1970, p. 206. 


4. Central Bank of the Philippines, Annual Report, 1970, pp. 30-32. 
5. IMF, press release, Feb. 20, 1970; March 15, 1971. 
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group was, therefore, of the view that there was need for quick dis- 
bursing aid .. . on as liberal terms as practicable.’’® Stated more di- 
rectly the recommendation was tantamount to asking the govern- 
ments to provide import finance on easy terms, so as to release Philip- 
pine earnings for payment of the debt owed to their banking institu- 
tions. In this way, the Philippines could undertake the additional debt 
to continue its development program. 


XII. YUGOSLAVIA 


Background} 


Since 1965 there have been a number of bilateral refundings of 
Yugoslavian debt, but the amounts and terms of refunding by coun- 
tries other than the United States apparently have not been published. 
Other DAC member countries have provided economic resources in 
loans and grants, and the debt outstanding to them, including undis- 
bursed, was estimated in 1968 as larger than dollar-repayable debt to 
the United States, though commitments by these countries have not 
been disbursed as rapidly, since they were not financing current im- 
port requirements to the same extent. 

By a series of steps between 1961 and 1965, the Yugoslav regime 
introduced economic and financial reforms. The enterprises (the social 
sector) were given greater latitude in production and sales, import and 
export policy. Control was decentralized and greater scope given to 
the price mechanism. Rapid inflation followed. Consumer prices were 
209 in 1968 (1963 = 100) and reached 294 in September 1971. Indus- 
trial production also increased rapidly and wages (nominal) more 
rapidly (index, 504 in July 1971). While exports have increased from 
$893.1 million in 1964 to $1,678.9 million in 1970, imports increased 
more rapidly. The trade and current account deficits have increased 
rather steadily. The deficit has been financed by borrowing on bilateral 
official and supplier credits. Earnings of Yugoslavian workers abroad 
have also increased to asum more than 10 percent of exports. 

The dinar was devalued in 1965 and twice in 1971, so that its ex- 
change value in terms of dollars is now less than half the 1964 rate. 

6. IBRD, press release, April 23, 1971. 


1. Cf. OECD, Economic Surveys, Yugoslavia, 1966, 1967 (the Surveys do not report the 
amount and form of debt relief): IMF, Annual Report, 1971, pp. 116-17; IMF, International 
Financial News Survey, Feb. 3, 24, 1971, pp. 25, 49. 
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With the par value change in 1965 and the extension of price controls, 
the IMF provided a standby credit and after the devaluation of 1971 
provided the fourth of a series of such arrangements, with drawing 
rights of $83.5 million. Total drawings have amounted to $366 million 
but repurchases have reduced the outstanding net to $111 million in 
December 1971. In 1965, in conjunction with the other measures Yu- 
goslavia sought and obtained debt relief. It may seek further relief in 
conjunction with other stabilization measures under the 1971-75 
program. 


External Public Debt 


At the beginning of 1970, the public debt of Yugoslavia was $1.7 
billion ($1.2 billion disbursed). Bilateral official credits on a net com- 
mitment basis were $963.4 million; multilateral (IBRD), $338.6 mil- 
lion; supplier credits, $247.3 million; bank loans, $140.7 million: and 
bonds and settlements for nationalized property, $28.3 million. These 
figures exclude debt of the social sector of $960 million, i.e. the debts 
of enterprises, mostly on supplier credit terms, and not guaranteed by 
the government, (since 1966) though there are guarantees by commer- 
cial banks. The Yugoslavian economy must, therefore, service a debt 
of about $2.7 billion, of which about $2 billion has probably been 
utilized. 

The composition of this debt and the terms on which it was con- 
tracted have not been published.? As of the end of 1970, the out- 
standing dollar-repayable debt to U.S. agencies was $298.9 million: 
$66.5 million to Ex-Im, P.L. 480 of $210.8 million, $106 million of 
CCC credits, and $11 million in AID and other credits. In addition, 
there were outstanding credits of $287.4 million repayable in dinars. 

Other DAC member countries were large creditors, $150 million on 
a disbursed basis in 1968 (Italy, $94 million; Germany, $30 million; 
France, $21 million). These credits appear to be in part refinancing 
credits for supplier credits extended in earlier years. East-bloc gov- 
ernments had credits of $83 million disbursed, with much larger 
amounts committed but not likely to be used. 

The Yugoslavian balance of payments deficit has been financed by 
incurring debt to suppliers and to governments providing assistance 
at various terms. From 1956 to 1965 the debt, including undisbursed, 


2. The discussion here is based on IBRD and U.S. government data. It is possible that more 
information has been published by Yugoslavia in Croatian language documents. Any treatment 
of the Yugoslavian debt is handicapped by the lack of precise data. Data reported in western 
European languages do not shed much light. 
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grew from $300-315 million to $1.4 billion ($812 million disbursed). 3 
A large part was in supplier credits. A second factor in the growth of 
the debt payable in foreign exchange was the shift in U.S. policy. Prior 
to 1961, American assistance to Yugoslavia had been in grants and 
loans repayable in dinars (as were loans to other countries for devel- 
opment purposes). In 1961, Yugoslavia became ineligible for direct 
aid without a presidential waiver. There was an Ex-Im loan of $50 
million (1961) for various imports. P.L. 480 paid in dinars was tapered 
off and shifted to long-term credit sales for dollars. When Yugoslavia 
became ineligible for P.L. 480 (1965), loans were made by CCC, 
mostly for cotton. 

As of June 30, 1965, the outstanding dollar debt of Yugoslavia to 
U.S. agencies was $202.4 million (Ex-Im, $60.6 million; P.L. 480, 
$141.8 million). Of the total disbursed (as of January 1, 1965) of $811.9 
million, supplier (and contractor) credits were $226.3 million, loans 
from other DAC members about $120 million, and from CMEA 
countries $72 million. Total debt service in 1965 was $210.1 million. 
This sum was 26 percent of the disbursed principal and 19 percent of 
export receipts. The bulk of the debt service was paid to suppliers 
($88.8 million) and DAC countries other than the United States ($55— 
$60 million), and to CMEA countries ($32.5 million). This was rough- 
ly the situation that occasioned the refunding of 1965-66. 


Debt Refunding, 1965-69 


The situation was rather acute in 1965. Total exports were $1,092 
million, with $465 million going to CMEA countries. Debt service to 
the West was $177 million compared with a trade deficit of about half 
a billion dollars annually with these countries. Debt service could not 
have been paid without such a drastic cut in imports as would have 
defeated the objectives (political as well as economic) of the economic 
liberalization program at its start. 

There was no Paris-Club type of consolidation, and Yugoslavia 
dealt with the creditors individually. Data on the U.S. portion of the 
debt relief have been published.4 There were other adjustments but 
details are not available. Ex-Im consolidated $3.5 million of principal 
due on the program loans of 1950 and 1961, to be repaid 1968 to 1971, 
with consolidation interest of 5.5 percent. The P.L. 480 credits of 1964 


3. The data reported to the IBRD do not appear entirely consistent, particularly in the treat- 
ment of the debt of the social sector since 1966. Debt service figures are affected most. 

4. Cf. Foreign Credits, Dec. 31, 1970, p. 37: TIAS, 16, pt. 2 (1965): 2064: 19, pt. 6 (1968): 
7844, 
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had principal of $8.9 million due in 1966. By agreement this was re- 
duced to $750,000 in 1966, and the deferred amount was rescheduled 
for payment in 1968 to 1972. No changes were made in other credits, so 
that the refunding provided $11.6 million in relief in 1966. In 1968, 
there was a second agreement to reschedule $15.9 million due in 1968 
and 1969 on P.L. 480 credits of 1962, 1964 and 1965. Payment was 
reduced to $2 million in these years. The rescheduled amounts were 
added to the principal due 1971 to 1974, increasing these amounts by 
$2.4 million in 1971 to $6.4 million in 1974. 

While precise terms of refunding by other countries are not avail- 
able, it appears that they refinanced supplier credits or consolidated 
other payments of principal falling due in various years from 1965 to 
1968. The principal outstanding to these countries is roughly the same 
in 1970 as it was in 1965, since the increase in the bilateral debt is 
accounted for largely by new obligations to U.S. agencies. Repayment 
of the consolidation credits and rescheduled principal is due from 
1971 on. 

The IBRD did not reschedule or consolidate on its then outstanding 
loans of $134 million. It has, however, given new loans of $223 million 
to Yugoslavia since 1965. While international competitive bidding 
applied to these loans, the award of the contracts to Yugoslavian 
entities provided exchange to cover some amounts of local expendi- 
ture. There is inevitably a large local cost in road projects. There has 
thus been some relief on debt indirectly. 


Later Developments 


Despite the debt relief given by the creditors in 1965 to 1968, Yugo- 
slavian debt service increased in 1966 to $229 million and reached $255 
million in 1968. In 1969, it fell to $213 million, but will presumably rise 
in 1971 to 1975 when refunded amounts fall due. From 1965 to 1969 
total debt service was $1,133.9 million. Disbursements on loan funds 
in this period were $1,280.5 million, so that utilization of funds was 
slightly more than service. Payments on suppliers’ credits ($467.5 
million) were $80 million more than obligations. The total committed 
amount on these credits has been reduced by about $250 million. This 
reduction is favorable to the country’s position since service on these 
loans has been annually from a fourth to a third of the principal 
amounts. The credits from the CMEA have also required heavy 
service. 


194. THE REFUNDING OF INTERNATIONAL DEBT 


For the immediate future the service problem will revolve about the 
repayment of the governmental credits, largely those from European 
governments. Debt service in the next few years is likely to be about 
$250 million a year on the public debt plus, perhaps, $150 million on 
the relatively shorter-term debts of the social sector. 

Total annual payments of $350 to $400 million will be a heavy bur- 
denon a country whose exports in 1970 were $1.7 billion with a trade 
deficit of $1.2 billion. The balance of payments has been helped by 
U.S. assistance of $1.2 billion (June 30, 1961-June 30, 1970), $625 
million in grants and $552 million mostly in soft loans. At present, 
only CCC and Ex-Im credits are available, but they require relatively 
heavy service and can cover only asmall portion of import require- 
ments. 

In the period 1965 to 1969, utilization of loans was only slightly 
more than debt service. It cannot be expected that Yugoslavia could 
increase its exports or reduce its imports sufficiently to cover debt ser- 
vice, without increasing new indebtedness. The trading position 
should be improved somewhat by the devaluations of 1971, and the 
internal economy somewhat stabilized by the financial measures to 
check inflation and the wage-cost spiral. Industrial production has 
increased quite rapidly, and, if it is sustained under less inflationary 
conditions, the economic level should improve. The prospects for an 
improvement to the extent that net repayment of debt could begin 
appear rather dim. Hence for some years it may be expected that debt 
will have to be refunded as it falls due. The European creditors will 
probably have to re-refund outstanding amounts. 


XI. TUNISIA 


The case of Tunisia is mentioned here because of the relation of 
program aid to the debt situation of a country with a high debt service 
ratio. Such refunding of Tunisian debt as has occurred took the form 
of refinancing of some exporter credits by public agencies. Over time 
the supplier credits have been replaced by governmental and banking 
credits, though these changes were effected at various times without 
any concerted action by the creditors. The debt service ratio of 32 
percent of commodity exports (22.4 percent of exchange receipts) in 
1968, the highest ratio for any of the countries for which it can be com- 
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puted, is not particularly significant since the Tunisian economy has 
depended, and will continue to depend on external aid which covers a 
large part of the deficit in the balance of payments. ! In 1967, for exam- 
ple, exports were $147.6 million, the current account deficit, $141.5 
million, and net aid from the United States, France and others, $102.3 
million.2 The debt problem arises from continued resort to supplier 
and bank credits to finance imports not provided under aid programs. 

Tunisian outstanding external debt stood at $611.3 million, of 
which $450.9 million was disbursed, at the end of 1968. Supplier cre- 
dits were $82.3 million and financial credits $80.8 million. Total debt 
service was $60.6 million, including $19.1 on supplier credits and $22.2 
million on banking credits. Two-thirds of the debt service was required 
for a third of the debt. The banking and supplier credits appear to have 
an average maturity between 4 and 5 years. As of the end of 1969 the 
total public debt, including undisbursed, was $732.6 million, but fig- 
ures comparable to 1968 are not available. Supplier and banking cre- 
dits were $193.1 million, an increase of $30 million in a year. The bal- 
ance of the new debt was in bilateral government and international 
loans. 

The public debt of Tunisia has grown from $225 million (January 1, 
1964) to $732.6 million (January 1, 1970), though there has always 
been a considerable undisbursed amount of about a quarter of the 
total. Total debt service increased from $19.9 million in 1964 to $60.3 
million in 1968. Debt service has fluctuated with the total debt and its 
composition, as financial credits have replaced supplier credits—the 
way the supplier credits were in practice refunded. In 1969 and 1970 
however, there was a reversal. Financial credits were paid off, but new 
supplier credits obtained. Private credits had an average 7-year term 
and 6.5 percent interest. The annual service on the total debt in recent 
years has been about 15 percent of the disbursed outstanding. 3 

Aside from the financial and supplier credits the debt does not pre- 
sent any short-run problems of service, but in 1970 amortization will 
begin on some of the governmental credits. For the near future, aid, in 
the form of grants, program and project credits, and private invest- 
ment are expected to exceed debt service and to cover almost all of the 
balance of payments deficit. Foreign exchange holdings have fluctu- 


1. Tunisia estimates the ratio as 23.8 percent of exchange receipts in 1970. 

2. IMF, Balance of Payments Yearbook, vol. 20. 

3. Tunisia, Secrétariat d’Etat au Plan, Rapport sur le Budget Economique, 1970, pp. 80, 
125-30. Tunisian estimates place disbursed principal at $545.5 million in 1969 and $616.8 million 
in 1970 and annual debt service of $68.6 million for both years. These estimates may include 
some short-term obligations. 
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ated considerably but in January 1972, they stood at $138 million, 4.4 
times the level of 1968. 

From 1961 through 1967 total aid amounted to about $536 million. 
Grants from the U.S. were $140 million and from others $73 million. 
The balance was in loans.4 For the four years 1966-69, total aid was 
the equivalent of $362 million, of which the U.S. provided $157 mil- 
lion. Grants from all sources were $87 million.5 

Total U.S. economic assistance to Tunisia to June 1970 has been 
about $644.1 million, $292.4 in loans and $351.7 in grants. Included 
were AID loans of $179.9 million and grants of $123.7 million, and 
P.L. 480 grants of $216.8 million and loans of $112.5 million ($70.9 
million local currency repayable). About $98.1 million of AID loans 
were for commodity imports and $124.5 for projects. Ex-Im loans 
were small and half have been repaid. The outstanding dollar-repay- 
able debt of Tunisia is $158.4 million (December 31, 1970). 

The French government has been the second most important con- 
tributer of aid to Tunisia. From 1965 to 1969, total French public aid 
(net of repayments) was the equivalent of $77.9 million of which $70.6 
million was grant aid. French private loans and investments and guar- 
anteed exporter credits aggregated $103 million in this 5-year period. 
Apparently French private credits have not been refinanced by the 
government. The bulk of the grant aid has been technical assistance, 
though a small part provided capital equipment.® 

The amounts and terms of loans from other countries do not appear 
to be available. From the movement of aggregates of debt by creditor 
class, it appears that some earlier supplier credits were refunded by 
private and governmental financial credits. 

Tunisian debt service has been financed indirectly by nonproject aid 
from various countries, P.L. 480, and to a small extent IMF drawings. 
In the 5-year period, 1965-69, total debt service was 143 million dinars 
($272.4 million), including 105.5 million dinars in amortization. In 
this period commodity import credits aggregated D62.5 million (U.S., 
D18.7 million program loans, P.L. 480, Title I, D29.7 million, and 
other governments D14.1 million), equivalent to $119 million.’ There 
were in addition about $50 million in P.L. 480, Title II grants in this 
period. Gross IMF drawings from 1964 to February 1972 were $54.2 


4. IMF, Balance of Payments Yearbook, vol. 20. Figures are ona disbursement basis. 

5. Tunisia, Secrétariat au Plan et a 1’Economie Nationale, Rapport sur le Budget Economique 
del’ Année 1969, p.91. 

6. France, Ministry of Finance, ‘‘Mémorandum de la France au Comité d’Aide au Dévelop- 
pement,”’ Statisques et Etudes Financiéres, no. 264 (Dec. 1970), p. 53. 

7. Tunisia, Budget Economique, 1969. pp. 91-95. 


CASE STUDIES: XIV. PAKISTAN 197 


million, with a ne. ding of $12 million. Private financial credits 
increased by $62.1 million. Gross monetary reserves increased slightly 
to 1968, but rapidly since. They would now cover about six months’ 
imports. These sources provided imports in somewhat larger amounts 
than debt service and along with project credits financed the payments 
deficit. 

It is clear that there has been no net repayment of debt, and it does 
not appear that Tunisia could make net payments in the immediate 
future without a drastic curtailment of its development program or 
contraction of consumption standards. Alternatively, there could be a 
debt refunding, which could take the form of further government refi- 
nancing of outstanding supplier and financial credits, since the govern- 
ment and IBRD loans are quite long term. 

From a long-run point of view the ability of Tunisia to support its 
relatively heavy debt will depend on the outcome of the development 
program and the growth of exports. Export receipts have traditionally 
been derived from phosphates, other minerals and ores, and olive oil. 
In the last few years petroleum exports have increased sharply ($5.3 
million 1970), and if this trend continues prospects will be greatly im- 
proved. Since about half of the supplier credits are related to this in- 
dustry the investment made may prove to be well justified. Receipts 
from tourism have increased greatly in recent years and have becomea 
significant part of exchange receipts. Tunisia may eventually be in a 
position to service its debt without reliance on external aid, but for 
some years the burden will be heavy and credits will have to be re- 
funded indirectly by additional aid or refinancing. 


XIV. PAKISTAN 


Historical Note 


To the present there has been no refunding of Pakistan’s external 
debt except for the rescheduling in 1960 of the 1952 wheat loan. As 
discussed below, the debt situation indicated the desirability of a 
refunding operation before the troubles began in East Bengal. The 
Pakistan government took military measures, beginning March 25, 
1971, to suppress the insurrection. The independence of Bangladesh 
was generally recognized in 1972. 
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In April and May 1971 Pakistan officials came to Washington to 
discuss their debt problem with the World Bank, the Fund, and the 
U.S. government. No debt relief action was taken. On May 1, 1971 
the Pakistan government announced that it was requesting a six- 
month moratorium on debt payments, and also requested a special 
meeting of the consortium in June to consider refunding.! The unila- 
teral moratorium applies only to intergovernmental consortium debts, 
not to commercial credits, nor to debts to the IBRD and debts con- 
tracted outside the consortium, whether to consortium countries or 
others. 

The consortium held an informal meeting in June to discuss the 
findings of Bank and Fund missions. The Bank, as chairman, did not 
request the members to indicate the amount of aid they were consid- 
ering for Pakistan, nor did the members indicate amounts. The gov- 
ernments emphasized that they were willing to provide humantarian 
relief in East Pakistan “under the surveillance of the United Na- 
tions.’’? Since the Pakistan balance of payments has depended to a 
considerable degree on external aid, this conclusion could give Paki- 
stan little assurance. 

The surrender of the Pakistan army in Bengal to India (December 
15, 1971) throws the debt question, along with many other issues, 
into the political arena. In addition to arranging a refunding plan, it 
will be necessary to divide debt liabilities between the two areas. 


Pakistan Debt 


The outstanding public debt of Pakistan (including undisbursed) 
has grown from about $121.1 million in 1956 to $3.8 billion in 1970, 
and debt service from $11 million to over $170 million. Data in Table 
28 and Table 29 are sufficiently accurate to show the rate of increase. 
Balance of payments figures indicate rather heavy borrowing by the 
private sector, probably on supplier credit terms. The reported data 
also do not presumably include military credits. Hence the Pakistan 
economy must service debts which amount to more than $4 billion. 

The present debt service requirements reflect the terms on which 
debt has been incurred since 1955. About 21 percent of the loans con- 
tracted to June 30, 1967, must be repaid within 10 years; another 8 
percent in 10-15 years; 12 percent in 15—20 years; 5 percent in 20-25 
years; and 54 percent in more than 25 years, i.e. mostly AID and IDA 


1. New York Times, May 2, 1971, p. 16. 
2. IBRD. press release, June 21, 1971. 
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Table 28. Pakistan: Outstanding Public Debt and Debt Service, 1956—70 
(Millions of Dollars). 


Including Disbursed Estimated 


undisbursed only service 
1956 P21st 58.3 11.2 
1957 150.3 111.0 31.4 
1958 160.1 93.1 19.7 
1959 206.5 108.8 16.1 
1960 2532. 131.4 25.1 
1961 369.6 158.0 27.1 
1962 458.0 217.2 34.6 
1963 873.2 307.4 70.0 
1964 1,224.7 533.6 62.9 
1965 1,856.7 825.6 70.3 
1966 2,101.5 1,158.1 86.9 
1967 2,607.8 1,478.6 115.6 
1968 2,970.8 1,906.9 145.8 
1969 3,338.0 2,332.4 169.0 
1970 35771955 2,709.2 n.a. 


Source: IBRD data as revised. Principal is as of Jan. 1 and debt service figures are transactions 
as reported. 


Table 29. Compostion of Pakistan Public Debt as of June 30, 1969 ( Millions 
of Dollars). 
Principal __ Principal 
outstanding including 
disbursed undisbursed 


Total 2,539.3 3,637.8 
Privately-held debt 192.7 278.9 
Suppliers 154.3 230.8 
Financial institutions 38.4 48.0 
International institutions 512.3 878.8 
IBRD 267.4 490.4 
IDA 245.0 378.4 
ADA 10.0 
Governments 1,834.2 2,480.1 
United States 1,051.1 1,303.4 
Germany 242.4 DoD 
Japan 167.5 220.3 
WikKe 151.6 178.1 
USSR: 53.9 97.6 
China (Mainland) 40.1 107.5 
Other CMEA 16.2 Sie2 
Other Europe 111.4 228.1 


Source: IBRD. A full breakdown as of Jan. 1, 1970 is not available. The IBRD Annual Report, 
1971, p. 65, shows supplier credits of $236.6 million; bank credits of $55.5 million; multilateral 
institutions, $869.1 million; and bilateral credits of $2,618.3 million (including undisbursed). 
The moratorium applies to most of the bilateral governmental loans. 
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credits. Interest rates at 3 percent and under apply to 47 percent of the 
loans, i.e. AID, IDA and some of the British, German and Canadian 
credits. About 41 percent of the loans have interest rates over 5 per- 
cent. In general the higher interest rates go along with the shorter 
maturities, so that they probably require service of 17 to 20 percent of 
principal in any year. While the terms given by the consortium mem- 
bers have softened considerably over time, when AID and IDA money 
was not available Pakistan borrowed at supplier credit terms from 
nonconsortium sources, and also in consortium countries, resulting 
in a rapid increase in debt service since 1967 and in the debt service 
ratio. 

The terms of these loans were quite varied. As of June 30, 1969, U.S. 
credits disbursed and outstanding, repayable in dollars, were $1,059.9 
million (on December 31, 1970, $1,333.8 million). Ex-Im loans were 
$28.3 million ($73.1 million), CCC credits, $9.5 million ($1.7 million), 
P.L. 480, $40.2 million ($100.3 million), and AID credits, $981.9 mil- 
lion ($1,158.7 million). All but the Ex-Im and CCC credits are on soft 
terms. Credits repayable in rupees were the estimated equivalent of 
$654.1 million in 1969, and $652.9 million in 1970.3 

German credits were originally largely exporter credits at 10 years 
and 6 percent, but about two-thirds of the loans now are at concession- 
al interest rates of 3 to 5.5 percent and 25 years including 7 years grace. 
Earlier credits from the U.K. had an average of 6 percent and 25 years 
including 7 years grace, but the most recent loans are interest free with 
the same terms. French, Italian, Japanese and Netherlands firms have 
supplied exporter credits, but under the consortium arrangements the 
governments have given somewhat more liberal terms. Canada has 
given grants and some loans. Some Western nonconsortium members, 
Australia and New Zealand, have given grants. Sweden has provided 
funds in conjunction with IDA and at IDA terms. The U.S.S.R., Po- 
land, and Czechoslovakia have provided export credits (10 years) and 
mainland China has provided interest free loans. 4 


Balance of Payments, AID and Debt 


The balance of payments, on trade, and on goods and services ac- 
count has been in deficit at least since 1956. The trade balance has fluc- 


3. Foreign Credits data. In 1969 Ex-Im credits as given above included about $10.1 million 
of loans to private entities and in 1970, $13.7 million. These credits were probably not guaranteed 
by the government, and so excluded from the IBRD estimate shown in Table 29. 

4. Pakistan, Ministry of Finance, Economy of Pakistan, 1948-68 (1968), pp. 297-333. Data 
do not include military credits. 
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tuated with the variation in exports, and net imports have varied with 
the amount of aid utilized. The current account deficit includes pay- 
ments of interest but not amortization of loans. The deficits are more 
or less planned in terms of the amount of aid expected to be received 
or pledged in the consortium exercise. 

From 1963 through 1970 the trade deficit aggregated $3.3 billion 
and the goods and services account $4.6 billion. These deficits were off- 
set by a net inflow of capital of $2.7 billion and transfers of $1.8 billion, 
mostly to the government. Grants to the government decreased irreg- 
larly from $273 million in 1963 to $38 million in 1970. In 1969 and 1970 
private net borrowing increased sharply. On government account 
more of the borrowing was on supplier terms as aid fell off.5 There has 
been only a small net use of reserves. Despite the rise in prices, the par 
value of the rupee was not changed from 1955 to May, 1972. 

Pakistan’s exports increased from $417 million in 1963 to $723 mil- 
lion in 1970, but imports have also increased by larger amounts, so 
that the trade deficit in 1970 was $535 million. Exports fell off in 1971 
with the decline in exports of jute and jute manufactures, which form 
more than 40 percent of the total. The floods, cyclone and tidal wave 
in August to November 1970 in East Pakistan were followed by the 
uprising and military incursion in the spring of 1971. The extent of war 
damage is not yet known. In any event it will take several years before 
production in East Bengal will be restored, so that there appears to be 
no reason to expect an improvement in the Pakistan balance of pay- 
ments for some years. 

Total loan and grant aid to Pakistan since 1950 has been over $7 
billion, excluding military assistance. Prior to 1955 two-thirds of the 
assistance was in grants from the United States, Australia, Canada 
and New Zealand under the Colombo plan. The grant share has 
steadily diminished. Aid from all countries has greatly exceeded pay- 
ments on debt. An official estimate placed debt payments at $471.4 
million to the end of 1966 compared with loan and grant receipts 
of $4.7 billion ($3 billion in loans).© Since that date debt payments 
(to the end of 1970) were probably an additional $600 million. Loan 
utilization was about $1,231 million and grants $511 million. Roughly 
then, debt service was about $1.1 billion (1950-70) compared with 
grant receipts of $2.5 million and loan utilization of $4.2 billion.7 


5. Data aggregated from IMF, Balance of Payments Yearbook, vol. 20 (June 1969); vol. 22 
Gime OT EIS DECOM Mee 2 74: 

6. Pakistan. Central Statistical Office, 20 Years of Pakistan, in Statistics (1968), pp. 322-25. 

7. Figures for 1967-70 were derived from IMF and IBRD data and so may not be directly 
comparable with the 1950-66 Pakistan data. They appear to be approximately consistent. 
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With the increased cost of debt service and the decline of total annual 
assistance, the percentage of “net aid” has been decreasing, though it 
is far from the break-even point. 

U.S. assistance to Pakistan since 1950 has been about $3.9 billion, 
$1.6 billion in grants, $2.2 billion in soft loans, in part repayable in 
rupees, and small amounts in harder official credits. U.S. aid has been 
more than half of the total. Of the total of AID loans of $1.6 billion, 
$984 million was in the form of credits for commodity imports (com- 
mitment basis). These credits covered imports of specific commodities, 
steel, chemicals, fertilizers, pharmaceuticals, vehicles and parts, etc.,8 
a wide range of commodities used for production and consumption. 
P.L. 480 was $1.3 billion, all but a small part in the form of sales for 
rupees, which, after receipt, were granted or loaned for development 
purposes. 

Other consortium members, including IBRD and IDA, have mainly 
financed projects, though IDA has provided $75 million in industrial 
import programs. There have been smaller program loans from other 
countries in recent years, with the increased emphasis placed on such 
loans in the consortium. Under the Colombo plan there have also been 
grants for commodity imports. Some of the recent program loans may 
be offsets to debt service on earlier harder-term loans. 

It was argued in chapter 3 that commodity import credits facilitate 
the repayment of loans more readily than project credits. AID com- 
modity loans plus P.L. 480 in the aggregate have been almost double 
the total debt service paid. It is clear that these loans were not granted 
with this particular end in mind. Prior to 1966, AID programs were 
far in excess of debt service; since then they have been smaller. They 
were intended, rather, to meet the U.S. share of financing the balance 
of payments deficit, which of course, had debt service as an element. 
Without these loans, Pakistan in recent years could have maintained 
debt service but only by a drastic cut in imports. In 1970 for example, 
Pakistan’s imports were $723 million and debt service at least $170 
million. Neglecting invisibles, Pakistan while servicing debt could 
have bought about $550 million in goods, compared with actual im- 
ports of $1,151 million. Total debt service to the United States in dol- 
lars was under $100 million over a 15-year period and about $18 mil- 
lion in 1970. By providing easy-term loans to cover imports the United 
States has indirectly helped in the payment of debt service to other 


8. AID Mission to Pakistan, Statistical Fact Book (1966), Table 9.2 for the break-down. 
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countries whose terms originally were harder, though most of the 
harder-term loans have now been paid off. 


Conclusion 


Prior to the moratorium Pakistan paid debt service by increased 
borrowing, and receipt of grants or quasi-grants (P.L. 480 local cur- 
rency sales). There has been no net payment to the present nor is there 
any likely in the foreseeable future. To make a net payment, either 
exports would have to increase by several hundred millions, or imports 
decrease by half. 

The situation is rather similar to the Indian position when the con- 
sortium countries provided debt refunding as an alternative to addi- 
tional aid, mainly in the form of import credits, to offset increased debt 
service. The debt of Pakistan per capita ($33.15) is double that of India 
($16.20). GNP figures per capita, for what they are worth, are about 
the same, $90, though Pakistan’s per capita apparently has been grow- 
ing faster.9 

The Pakistan national plan, as of 1970, projects a balance of pay- 
ments deficit of Rs. 20.5 billion ($4.3 billion equivalent) for 1970-75 
including debt service of Rs. 5.8 billion. To cover debt service as well 
as needed imports foreign resources would have to provide $880 mil- 
lion gross per annum. A disbursed debt of $5 billion in 1975 is esti- 
mated. If, say, three-fourths of the aid were on concessional terms, 
Pakistan hoped to be able to service its debt, but a trade deficit was pre- 
dicted for 1975 and future years. Debt service would continue at about 
20 percent of new debt. !9 

The effects of the 1971 war are not clear, though obviously the econ- 
omy has been worsened, with or without partition. The future of aid is 
also unpredictable. Without concessional aid, debt service cannot be 
maintained. In fact, the increase in the amount of supplier credits 
makes debt service more onerous, and the donor-creditors are not 
anxious to see their aid used to pay off creditors on harder terms. So 
far, they have not been willing to give debt relief and have preferred to 
give additional injections of concessional aid. What the situation will 
be in 1972 and later years will be a political decision, with debt adjust- 

9. Expressed in 1964 dollars. IBRD, Trends in Developing Countries (Aug. 1970), Table 2.4. 
The “Technical Note” in the World Bank Atlas 1969 (the predecessor publication) stresses the 
limitations of the data and methodology, limitations which apply a fortiori in this instance, in 


view of exchange rates and structures. 
10. Pakistan Planning Commission, Outline of the Fourth Five-Year Plan (1970), pp. 85-90. 
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ment complicated by the obligations of Pakistan to mainland China 
and the independence of Bangladesh. 


XV.COLOMBIA 


Introduction 


Colombia, despite its high external debt ($74 per capita), relatively 
high debt service ratio, and debt service well over half of its utilization 
of loan funds, has not been in serious debt difficulties! since World 
War II, and is likely to avoid refunding in the future unless expected 
export receipts do not materialize or U.S. program loans are drasti- 
cally reduced. The debt service ratio reached a high of 16.5 percent of 
goods and services receipts in 1966, but fell to 11.2 percent in 1969 as 
the result of increased exports. The controlled floating exchange rate 
has moved with the inflation so that in recent years exports have not 
been discouraged. Control of exchange transactions limits imports to 
what can be financed from receipts and aid. 


Debt 


The external public debt (including undisbursed) of Colombia has 
increased from $725.3 million at the end of 1963 to $1,515.9 million at 
the end of 1969 (see Table 30). The disbursed amount was $1,079 mil- 
lion. The largest undisbursed amounts were in IBRD loans, supplier 
and bank credits. Presumably the suppliers’ credits and bank loans 
will be used within, say, a year, as will the AID program loan. The rate 
of disbursement on the IBRD project loans will be slower. 

One factor which has made Colombian debt manageable is the rela- 
tively low proportion of supplier credits to the total, 7.4 percent of the 
disbursed total loans and 9.1 percent including undisbursed. These 
credits ($141.1 million including undisbursed in 1970) require heavy 
service, about 26 percent of the amount disbursed and outstanding in 
1967-69. Banking credits, which have a high nominal debt service, 
55.1 percent of the average disbursed amount (1965-69), appear to be 


1. In 1957 bilateral agreements with Belgium, France, Germany, Switzerland, and the U.K. 
refinanced $36 million of commercial credits, 20 percent of the outstanding, to be repaid in 
installments over three years (see IDB, Financiamiento Europeo, p. 130). 

2. The controls with licensing, advance deposits and effective multiple rates are quite com- 
ples. Adjustments are made frequently. (See IMF, Twenty-Second Annual Report on Exchange 
Restrictions, 1971, pp. 99-106.) 
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Table 30. Colombia: External Public Debt and Debt Service Payments, 
1963-69 ( Millions of Dollars ). 


Debt outstanding Jan. 1 Outstanding 
including undisbursed disbursed Debt service 


1963 n.a. n.a. 105.8 
1964 725.3 n.a. 103.5 
1965 889.3 566.7 101.9 
1966 944 6 643.3 109.1 
1967 1,015.6 707.7 99.5 
1968 1,159.7 800.1 101.4 
1969 Sisal 949.4 99.7 
1970 1,515.9 1,079.0 n.a. 


Source: IBRD. Moody (1970, p. 3444) gives considerably higher figures for service, presum- 
ably as reported by Colombian authorities. In 1967, $151.4 million; 1968, $130.3 million; 1969, 
$105.4 million; and $396.7 million projected for 1970-73. The Banco de la Republica, /nforme 
Anual, 1967, p. 149, stated debt payments in 1967 at $120.9 million. Presumably the figures differ 
in terms of debt coverage. The larger amounts probably include unguaranteed debt. 


rolled over regularly, so that the major effective service is in interest. 

The bulk of the debt, $1,294.1 million of the total of $1.5 billion, is 
owed to governments, mainly the United States, and to the IBRD and 
IDB. These long-term loans extended under the consultative group 
arrangements since 1964 require relatively lighter service. 

Institutional loans, $634.4 million (January 1, 1970), are project 
loans for infrastructure, power, railways and roads. IBRD loans were 
$491.9 million, IDB, $126.9 million, and IDA, $19.5 million. The IDB 
had also made soft loans for the same or similar projects. Taken as a 
whole, the dollar repayable multilateral loans required average service 
of 10.4 percent of disbursed amounts (1967-69). 

Bilateral government loans ($659.7 million, January 1, 1970) re- 
quired annual service of 5.7 percent in these years. Annual service on 
these loans has sharply decreased from 18.4 percent in 1965 to 4.3 per- 
cent in 1969 as harder-term loans have been paid off and the amount of 
AID loans increased. As of 1970 U.S. government loans, $635.1 mil- 
lion, consisted of $75.1 million of Ex-Im loans, $19.5 million of P.L. 
480, and $540.5 million of AID loans. Loans from other countries 
included hard and soft loans (e.g., the K.f.W. loan of $5.9 million). 

Colombia has still outstanding some of the old refunding bonds3— 

3. The outstanding bonded debt consists mainly of issues, 1940-47, to refund defaulted 
central government, agency and municipal bonds, now guaranteed by the government. The 
earliest sterling bonds issued 1822-24, the period of the revolution from Spain, defaulted a few 
years later. The refunding of 1845 was followed by new defaults, and an arrangement for re- 


funding and providing new resources, made in 1873, resulted in default four years later. Pro- 
longed negotiations were carried on intermittently from 1888 to 1905. The 1905 agreement was 
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and has borrowed small amounts on the bond market in recent years. 
The older bonds will be retired in a few years. 


Debt Service and Balance of Payments 


The Colombian balance of payments has been characterized in re- 
cent years by considerable fluctuations in the trade account, deficits in 
1962, 1963, 1966, 1968 and 1970, and surpluses in 1964, 1965, 1967 and 
1969, related in large part to coffee exports and prices and, to an ex- 
tent, receipts from petroleum and ‘“‘minor exports.” The overall cur- 
rent account has generally been in deficit with large payments on 
investments. In addition to debt service there is the remission of earn- 
ings on direct investment, while the large errors and omissions in some 
years probably represent unrecorded capital movements which have 
been affected by the vagaries of the multiple exchange rate system. It is 
of course, impossible to predict the future balance of payments. About 
60 percent of export receipts consist of coffee sales. Under the conces- 
sions of the oil companies a fluctuating portion of the total value of oil 
produced accrues to the Colombian authorities. ““Minor exports” (i.e. 
excluding coffee and petroleum) have increased rapidly in recent years 
with the rise in the applicable rate for dollars, $197 million in 1969 and 
$134 million in 1970 compared with $85 million in 1964. If favorable 
trends continue Colombia may have receipts which will more readily 
enable it to meet the service requirements of the mounting debt. 

In 1963 service on the public debt took about 24 percent of export 
earnings and in 1969-70 about 16 percent. Net debt has been incurred 
in recent years at about $150 million per annum. If this rate continues 
debt by 1975 would be about $2.3 billion with annual service (at 1969 
rates) of about $235 million. In addition there is private debt, which in 
1968 required service of $57.5 million on an original principal of $285 
million.4 

The Colombian balance of payments situation has been greatly as- 
sisted by foreign aid, which along with private borrowing and direct 


abrogated in 1911 and refunding was arranged after World War I, and a later re-refunding 
followed. 

Borrowing in the U.S. began in 1927. The default was general in 1931-33. Some of the out- 
standing bonds were “repatriated” at a fraction of face value during the default. In 1940-41 new 
bonds were exchanged for the old with a cut in interest from 6 to 3 percent and the payment of 
half of the defaulted interest with new bonds. A similar arrangement was made in 1947 for the 
municipals. Interest payments on the adjusted debt have been met since and the issues gradually 
retired. (Summarized from Moody; Council of Foreign Bondholders, Report, 1938, 1950, 1962: 
Foreign Bondholders Protective Council, Report, 1950.) 

4. Banco de la Republica, Informe Anual, 1968, pp. 50-55. Some part of this debt may have 
been guaranteed and its service is included in the figures given in Table 30. 
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investment have covered the payments deficit. Short-term borrowing 
and some use of reserves have evened out variations. From 1963 to 
1970 debt service has taken about $800 million. In this period AID 
program loans have aggregated $500 million and P.L. 480, $122 mil- 
lion (FY 1963-70, on a committed basis). AID project loans of $92 
million were largely for purposes requiring mainly local currency ex- 
penditure. Many of these loans were intended to “‘generate local cur- 
rency” for the requirements of the development program. They also 
helped finance the payments deficit and part of the budgetary deficit. 
Other consultative group countries, e.g., Germany and Canada, have 
provided import financing on easy terms. In sum, a good part of debt 
service has been indirectly assisted by financing imports of a great 
variety of raw materials and more finished products. Without this type 
of assistance Colombia would have had to reduce imports of needed 
goods in order to service debt. 


Prospects 


The future is uncertain. Colombian exchange earnings depend on 
coffee, petroleum and minor exports, all subject to fluctuations in 
price and quantity. If exchange receipts increase fast enough there may 
be little difficulty in servicing debt, though the development program 
may not allow much room for improved levels of consumption. 

In FY 1970, AID program loans were reduced to $70 million, com- 
pared with $85 million in the preceding year. It does not seem likely 
that this sum will be increased in the near future and the difference will 
not be made up by other countries. On the other hand, if concessional 
aid is reduced Colombia may not borrow additionally so that debt 
service will not mount. If it borrows on conventional terms to a greater 
degree the debt problem will become more acute. The most onerous 
debts, however, have been liquidated over recent years. Aside from 
commercial credits the heaviest service will be due on the conventional 
credits from the IBRD, the IDB and Ex-Im. 


XVI. MEXICO 


This brief note on Mexico is included here because Mexico, despite 
its high debt service ratio and heavy per capita debt ($69 in 1970) has 
managed its debt problem without the need for multilateral or bilater- 
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al refundings. While debt has increased since 1961 to $3.5 billion in 
1970, the increase in outstanding debt on a disbursed basis was $2,152 
million, $2,380 million on a committed basis, debt service in this peri- 
od was $3,872 million of which $3,068 million was in principal (see 
Table 31). Mexico is one of the few countries which has actually paid 
off part of the principal as well as meeting rather heavy interest re- 
quirements. Moreover, this has been done mostly from its own earned 
income. Its borrowings from the United States have been mainly from 
the Ex-[m. The IBRD has made conventional loans, and the IDB has 
provided funds from its special operations in about the same amount 
as loans from ordinary capital. (Part of the FSO funds, however, have 
been in pesos.) 

A variety of factors account for Mexico’s practically unique posi- 
tion among the developing countries. (In fact Mexico is emerging from 
that status with a per capita GNP of about $575 in 1968.) Inflation has 
been moderate, roughly equivalent to that of the United States. The 
peso has been convertible for current and capital transactions, though 
there are some restrictions on foreign investment. The booming Mexi- 
can economy has attracted private investment. Exports have increased 
by 45 percent, 1963 to 1970. Not least has been political stability since 
the revolution was “‘institutionalized” in 1924. 

The Mexican goods and services deficit has been approximately 
equal to its deficit on trade account. Net travel income receipts have 
about balanced the net outpayments of the investment account, inter- 
est on public and private debt and remission of profits. Net travel re- 
ceipts in 1970 were $709 million, compared with exports of $1,402 
million and payments on investment of $687 million. While amounts 
vary, year by year, this relation has been characteristic of the recent 
period. 

Mexican debt management has been facilitated by the large propor- 
tion in the form of bank credits and bond issues (see Table 32). Bank 
credits can be rolled over more readily than other credits. From 1965 
to 1969, Mexico utilized $1.1 billion in bank credits and paid back 
principal of $1 billion and interest of $153 million. Interest cost in 1969 
was an average of 6.4 percent. In the 5-year period net bond issues and 
other private credits increased by $225 million.! The interest cost in 

1. Mexico has some bonds outstanding from its earlier refundings. There were several de- 
faults and refundings between 1827 and 1867. The entire debt defaulted from 1914 to 1942 and 
1946. As settled in these years, principal and interest were effectively scaled down. Payments 


have been made as refunded and principal gradually paid off (see IBRD, The Economic Devel- 
opment of Mexico, Baltimore: Johns Hopkins Press, 1953, pp. 139-40). Moody in various years 
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Table 31. Mexican Public Debt and Debt Service, 1956-70 (Millions of 
Dollars). 


Principal Debt Service 





Committed Disbursed Amortization Interest Total 


1956 486.5 419.2 78.0 14.1 92.2 
1957 491.1 424.9 64.2 14.9 79.1 
1958 SOEs 502.8 122.0 17.9 139.9 
1959 665.4 598.6 144.6 22.8 167.4 
1960 842.0 656.3 182.6 29.9 212.5 
1961 eee 812.1 167.4 BiAl 204.5 
1962 P29 948.5 245.4 51.0 296.5 
1963 1,429.3 2a? 230.6 55.8 286.4 
1964 1,696.2 1,360.8 363.9 22. 436.1 
1965 2,088.8 I WS.6 396.5 88.3 484.8 
1966 2,169.1 eZ See 365.0 91.5 456.3 
1967 2,346.4 1,848.9 BDie 113.2 470.9 
1968 2,710.3 2,183.6 479.2 144.1 623.3 
1969 3,198.1 DEAT Sei 462.4 151.1 613.5 
1970 Sees 2,963.5 n.a. n.a. n.a. 


Source: IBRD. 


Table 32. Mexican Public Debt by Creditor Class, Jan. 1, 1970 (Millions 
of Dollars). 


Total committed 3,511.3 
Total disbursed 2,963.5 
Bilateral official’ 716.2 
Multilateral’ 889.4 
Suppliers 491.0 
Banks 711.9 


Other (bonds, etc.) 702.9 


Source: IBRD, Annual Report, 1971, p. 65. 

a. U.S. credits as of this date to public entities were $354 million on a commitment basis (Ex-Im 
$279 million) and $278 million on a disbursed basis. France, Canada, Germany and Japan were 
also important creditors. 

b. Foreign Credits, Dec. 31, 1969, shows IBRD credits (including undisbursed) of $729.8 
million and IDB, ordinary capital of $208.1. Portions of IBRD and IDB loans sold to private 
persons are included in “other” in IBRD statistics, but not in Foreign Credits. 


1969 was 7 percent. By borrowing on the bond market, however, pay- 
ment of principal could be stretched out. In contrast bilateral govern- 
ment (DAC) and institutional loans cost 5.3 percent in interest in 1969, 
and had longer maturities. Taking the debt as a whole, payment of 
interest and amortization 1965-69 was $3.5 billion and utilization of 
loans $3.8 billion. 


gives details of the arrangements. Despite this past history the “new” Mexico has borrowed 
almost a fourth of the total bonds issued by LDCs in recent years. 
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The proportion of relatively short-termed debt which has to be refi- 
nanced in one way or another, with one form replacing another as op- 
portunity arises, accounts in part for the high debt service ratio, which 
has been between 21 and 25 percent in recent years. The roll-over 
makes this ratio nominal, but it points to the difficulties which would 
be encountered if markets became unusually tight. 

From 1966 to mid-1971 Mexico borrowed by public or private sale 
$443.9 million gross in bonds or notes, issued mostly in Europe. These 
issues had maturities of from 5 to 15 years. Interest rates on the later 
issues were from 7 to 7.5 percent. Another private loan was one from 
the Prudential Insurance Company with a maturity of 18 years includ- 
ing grace of 14.5 years (6.87 percent). The Japanese Export-Import 
Bank and consortia of German, French and Swiss banks gave loans of 
from 5 to 15 years with interest rates varying between 4 and 8.25 per- 
cent. 

Heavy payments on supplier credits, annually more than a third of 
the disbursed amount outstanding, have been met from the more liq- 
uid forms of borrowing, but the proportion of supplier credit to the 
total is relatively small. Money is fungible and there has over the years 
been a shifting around of types of debt obligations. But in the period 
1965-69, credit utilization ($3,788 million) exceeded debt service 
($3,550 million) by a relatively small amount. 

In addition to the public debt the Mexican economy must service 
private debt, which is quite large. In 1969 when interest payments on 
public debt were $151 million, the total of interest and dividends for 
the country as a whole was $634 million in the balance of payments. 
While the total outstanding is not known, and in any case would in- 
clude debts to American companies owed by subsidiaries, net private 
capital receipts have in recent years ranged between $300 million and 
$700 million. 

To manage the public external debt with the large relatively short- 
term component requires dexterity. Most of the public borrowing is by 
Nacional Financiera, a corporation interlocked with the finance min- 
istry and the central bank. All public borrowing is subject to approval 
by the Secretary of Finance and Public Credit on the advice of a 
Special Commission on External Finance. These coordinating devices 
are intended to limit new borrowing to the amount that can be ser- 
viced from available resources. 

In summary, then, Mexico has succeeded in handling its heavy debt 


2. Mexico, Nacional Financiera, Informe de Actividades, 1969, pp. 13-18. 
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by varying the source of funds. Debt service has been covered in part 
by new borrowing, but at least part has been covered from current 
earnings of exchange. In some years borrowing has been more than 
service, in others less. Mexico has established control mechanisms 
which should keep the debt problem manageable. 

The economy has been growing rapidly and trade earnings have in- 
creased. Tourism provides a large element of additional earnings, 
which depend on conditions in the United States. 3 

The then Finance Minister summed up the situation in 1969: “*Mex- 
ico has a dynamic future ahead of her, but it is not free of risks. It is 
imperative to continue complementing judiciously the different ele- 
ments of economic policy. The stage at which development 1s irrever- 
sible has not been reached yet: the ground that has been won can still 
be lost with relative facility.’’4 


3. Imports rise and fall somewhat with the level of tourist receipts. That is if U.S. tourism 
should decrease the trade deficit would also decrease. 

4. Antonio Ortiz Mena, ““Stablilizing Development” (a paper presented at the IBRD-IMF 
Annual Meeting, 1969). Mr. Ortiz Mena is now President of the IDB. 


5. PROSPECTS 


There is no simple answer or generally applicable formula to deal 
with the problems posed by the accumulation of international debt 
and the mounting level of service in face of the more slowly rising ex- 
port earnings and persistent balance of payments deficits of the debtor 
countries. The preceding theoretical analysis and case studies, it is 
hoped, will help clarify the issues. Economic analysis, as such, cannot 
provide normative solutions. It can, however, suggest certain proba- 
ble consequences of the decisions made by statesmen, politicians or 
administrators, national or international. Policies are based on value 
judgments, which are not universally agreed upon. Any recommen- 
dations on policy, including those offered here, are debatable. 

The long-range questions appear to be of two sorts: (1) how to deal 
with the existing volume of debt, and (2) assuming the continuance of 
aid and investment for some time, the terms and conditions of future 
lending. 

Up to the present debt service has been met by some few countries 
from their own resources; others have financed their payments deficits 
by incurring more debt in the form of commercial loans, institutional 
conventional loans, or economic assistance provided on concessional 
loan terms, and still others reached the point where they were unable, 
or prospectively unable, to meet requirements so that they had to call 
upon the creditors for adjustment. The indirect refunding of debt 
through additional aid has for many countries, at least for a time, post- 
poned debt crises. 


DEBT SERVICE 


The debt of developing countries as of January |, 1970, including 
undisbursed, was estimated by the IBRD at $59.3 billion. On this 
principal sum, interest and amortization in 1970 were estimated at 
$5,980 million, and $6,076 million in 1971, for debts whose terms were 
known. That is, the estimate of service is somewhat low. Debt service 
on present debt would decrease after 1971 to about $2.8 billion in 1980. 
This projection necessarily has to be based on the unreal assumption 
that no additional indebtness is incurred, and that the debtors actually 
pay off their loans. 

Actual debt service in the future will depend on the amount of new 
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debt and its terms. Taking the developing countries as a whole their 
debt has increased annually since 1955 by amounts which are larger 
than debt service.! On this assumption debt in 1971 probably in- 
creased by more than $6 billion. If this process is continued, the total 
debt would be about $150 billion by 1980 and debt service (10 percent 
of principal including undisbursed) would be about $15 billion annu- 
ally. If, on the other hand, the existing debt were replaced entirely by 
concessional loans, at DAC standards or AID terms, debt service 
would be reduced to some rate of about 5 percent of principal. By 1980 
the total debt would be about $100 billion and service about $5 billion. 
This latter assumption is quite unrealistic. Not all countries will re- 
ceive concessional loans; even those countries which receive such 
loans are likely to borrow additionally from harder sources. The range 
of $100 billion to $150 billion is merely the measure of the magnitude 
of debt to be outstanding on the assumption that new loans merely 
cover the interest and amortization on the present volume of debt. No 
allowance is made for additional indebtedness, nor does the estimate 
include service on public debt not reported to the IBRD, such as those 
military credits which are kept secret. The balances of payments must 
also service the debt of private entities not included in the figures. 
Some countries may also be able to reduce their debts, though con- 
sidering the small number of countries likely to be in that position and 
the moderate amount of net reduction by them, the effect on the grand 
total cannot be expected to be great. As a guess it will take about $8 
billion in 1980 to service the public debt now outstanding unless in the 
interim there are far-reaching adjustments. 

If there is to be further development in the poor countries, addi- 
tional net resources will have to be provided by the richer. How much 
will be, and at what terms, cannot be predicted. One percent of GNP 
net flow of resources from the advanced countries has been set as a 
target. This target has not been hit in recent years with the rapid 
growth of GNP in the industrial countries (in current currencies). 
Whether it will be, despite various official pronouncements, is another 
question. Projecting growth rates of 4 to 5 percent from the 1968 level 
in DAC member countries at 1968 prices, the net flow would be of the 
order of $27 billion to $30 billion per annum in 1980. If prices rise at 2 
percent per annum, the 1980 target figure would be $35—$38 billion. 
The flow of resources would include grants, private investment and 
official loans. Under the DAC quality standards, however, the flow 

1. Cf. Table | above. 
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would be predominantly in highly concessional loans or grants. As- 
suming that about half of the net flow is in the form of loans to govern- 
ments, new net indebtedness would increase by roughly $100 billion 
by 1980. If this new debt has grace periods of 10 years, service would 
be an additional $2—3 billion. Subsequently it would rise to about $5 
billion a year. On harder terms for economic assistance loans and 
allowance for nonaid loans, public debt service would be considerably 
higher. 

The Pearson report? projected debt service in 1980 of $2.7 billion to 
$5.2 billion, and from $6.5 billion to $10.8 billion in 1987 on official 
development assistance on two sets of terms, assuming that assistance 
was to be 0.7 percent of GNP and half in the form of grants. The higher 
amounts are roughly at DAC standards, the lower at the Commis- 
sion’s recommended rate which is lower than present AID terms. 
These figures exclude service on loans from the ordinary operations of 
the international agencies, other official credits and private debts, 
sources which would presumably provide the other 0.3 percent of 
GNP. 

Any estimate of the principal of debt and the amount of debt service 
for a term as long as 10 years necessarily involves arbitrary assump- 
tions. On a smaller amount of aid, debt would increase less. At harder 
terms, service would be heavier. By 1980 the debt of the LDCs could 
be as little as $150 billion or as much as $250 billion on the assumption 
that there is no net repayment and that new debt to be incurred covers 
service as it accrues as well as some amount of new resources. Debt 
service could be within a range of $10 to $20 billion, unless refundings 
to come push off payment of principal to a more distant future. 

In 10 years time some countries could attain a position where they 
could begin a net repayment of principal, or, while rolling over princi- 
pal, meet the interest costs from their earned resources. Mexico has 
continued to borrow but repayments of principal have in some recent 
years exceeded new borrowings. Argentina has done likewise in some 
years. Brazil may under favorable conditions, halting inflation and 
devaluing enough, be able to do so in the future. There is less likeli- 
hood in the hard-core aid-recipient countries. Some of them might 
even strike oil. 

The crux of the problem of debt service is prospective export re- 
ceipts. Some countries have indeed rapidly increased their exports. At 


2. P. 164. The figures are read from a chart, hence approximate. Implicitly prices are taken 
as constant. 
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the extreme are the petroleum producers. Libya’s exports in a period 
of 8 years (1963-70) rose from $336 million to $2,366 million. Ten 
years ago few would have expected that Libya would move at this rate. 
There are few Libyas. There are also countries in which valuable min- 
eral resources or manufactures can be developed. Most LDCs, how- 
ever, depend upon agricultrual exports for which the market does not 
expand rapidly. Moreover, to the extent that commodity agreements 
may limit their exports in the hope of sustaining world market prices 
or stabilizing earnings, their exchange receipts will not necessarily 
increase. In the absence of such agreements, the development of addi- 
tional agricultural resources for export may actually decrease ex- 
change receipts in view of the inelasticity of demand. Diversification of 
production and exports can, of course, be helpful. Several countries 
have benefited from the expansion of their “‘minor exports.” Some of 
these newer lines of production may be high cost, for technological 
reasons, high internal prices, restrictions on production, etc., and they 
may be priced out of world markets by overvalued exchange rates. 
These are factors involved in the LDC desire for preferential tariff 
rates on their exports to advanced economies. The “‘green revolution” 
should reduce in some areas the demand for imported foods and feeds, 
and import substitution as well may benefit their balances of pay- 
ments. These processes, however, take time and investment. Some 
countries have been able quickly to increase their exchange receipts by 
devaluation, an indispensable step if inflation has been long contin- 
ued. 

The IBRD in its 1970 Annual Report pointed out that in the last 
decade, debt principal and annual service have increased at a rate al- 
most double that of export earnings and almost triple the rate of 
growth of GNP. If this trend continues during the next decade there 
can be little expectation of net debt reduction for the group as a whole. 
Calculations made above} indicated that the exports of non-petro- 
leum producing LDCs had increased at a compounded rate of almost 
7 percent over the 10-year period 1960-70, but that this rate was in 
fact a projection of the pace of inflation of the last few years. Given the 
deflated rate of growth of imports, there appears to be little prospect of 
net balance of payments surpluses. 

The Pearson Commission made an interesting calculation on the 
assumption that borrowing on IBRD terms to meet the projected 
balance of trade gap would after a 30-year period absorb 101 percent 


3. See above p. 59. 
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of export earnings, if exports increased at a compound rate of 5 per- 
cent, and 43 percent at an export growth rate of 8 percent. Borrowing 
on DAC terms would take 40 or 17 percent of exports on these as- 
sumptions.4 While these calculations were made to illustrate differ- 
ences in debt service under various loan terms (the Commission re- 
commended terms about half the DAC standards), they pointed to 
the problem of protracted borrowing to meet deficits. 

Actual borrowings by LDCs have been at harder terms than IBRD 
rates.5 Merely to roll over the debt by 1980 will take debt service of 
from $5 billion to $15 billion, depending on terms. Whether or not the 
donor-creditor countries will supply funds at the rate necessary to 
cover debt service plus amounts needed for development or balance 
of payments deficits is of course, unknown. The resource flow would 
have to increase at some compound rate since constant flows result 
sooner or later in the situation when debt service absorbs the flow. 
This point would not be reached in 10 years if the money were pro- 
vided on AID or DAC terms.° In any event most of the LDCs are not 
likely to be able to reduce their debt by increasing their exports 
enough. 


THE REFUNDING OF DEBT: DIRECT AND INDIRECT 


Loans have been directly refunded in the last 10 years for countries 
which have about a half of the debt outstanding. Some other countries 
are likely to be in difficulty in the not too distant future. It has been 
noted that most of the countries whose debt service has for a period of 
years been 10 percent or more of their exchange receipts have had 
refunding exercises or, as in the case of Pakistan, a refunding exercise 
is indicated. Mexico, on the other hand, with its very high debt service, 
has been able to roll over its debt by capital imports and various refi- 
nancing measures in the market without requiring international agree- 
ment. While the 10 percent debt service ratio is not a critical value, it 
seems likely that many countries whose debt service is now below that 
ratio will reach it not long hence, as they begin to pay amortization 
after grace periods or incur new debt. 

4. Pearson Report, pp. 160-63. This calculation made certain arbitrary assumptions about 
the trade gap. The trade gap is in part determined by the amount of lending and aid. 


5. Cf. Tables 8,9 and 10 above. 
6. See chapter 2 and appendix. 
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If debt must be refunded at least for some countries, the issue pre- 
sents itself immediately as to how the debt should be refunded, whe- 
ther directly or indirectly. Secondly, who should be required to re- 
fund? And thirdly, that if there is to bea general direct refunding, what 
form it should take. No unambiguous answer can be given to these 
debatable, and perhaps even politically sensitive questions. 

It has been shown that various devices can be used indirectly to 
refund debt. The general commodity finance loan is the most obvious 
form. Commodity loans have postponed debt difficulties in India until 
recently, and in Pakistan, Tunisia and some other countries. In the 
recent multilateral refunding exercises the provision of a refunding 
loan, or a new commodity loan equivalent to the amount of debt ser- 
vice, has been recognized as an alternative to a rescheduling of the 
maturities of particular loans or the consolidation of the global obli- 
gations of the debtor. 

There appears to have been a general preference for indirect re- 
funding through additional commodity loans as opposed to direct 
rescheduling. In part this may represent important institutional fac- 
tors, particularly where the loans that must be refunded were origi- 
nally extended by private entities with government guarantee, so that 
when refunding is necessary some governmental institution must sup- 
ply the funds to pay off the exporter or commercial bank. Inevitably 
the refundings fall upon the public treasury with the exception of those 
cases in which a private creditor, for example a bank, is willing to ex- 
tend its loan. Indirect refunding by program or commodity loans, or 
budget support as has been shown, appears preferable to the lending 
institution since it expands its loan portfolio, and bilateral govern- 
mental financing may result in more exports by its own producers. 

Unless the offset loan is interest free, there is some compounding of 
interest cost. The interest-free long term loans given as offsets by some 
countries do not differ except in form from direct rescheduling or con- 
solidation. Where consolidation interest is charged or new program 
credits provided, the debt is increased, though a crisis can be post- 
poned if the loan is sufficiently long-term and at low interest. Where 
borrowing continues over many years there is likely to be difficulty if 
there is an interruption in the flow of concessional finance. 

Indirect refunding may also shift the burden among the creditors. A 
soft program loan, by freeing earned exchange of the borrower, en- 
ables it to pay contractual debt service on supplier credits and con- 
ventional loans and project credits, which have higher interest rates 
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and shorter maturities. If all lenders in a particular case extended new 
loans in proportion to their accruals of debt service, as DAC recom- 
mends and at uniform terms, there would be no relative shifting of the 
burden. In the case of the multilateral consolidation, the creditors 
ordinarily refund proportionally and on about the same terms. The 
case of India where for three years’ payments the harder-term credi- 
tors eventually gave a higher proportion of debt relief than the more 
concessional lenders, is exceptional. If, on the other hand, the alterna- 
tive of new program loans is taken, AID and IDA and other soft loans 
help pay off not only Ex-Im and IBRD, but supplier credits and loans 
from countries with hard terms as well. 

The tacit recognition of this relationship appears in the pleas for 
more uniform lending terms on the part of DAC, the IBRD, the con- 
sortia and consultative groups, and more recently the Pearson and 
Peterson reports. These bodies have also stressed softer terms in 
recognition of the limited debt-servicing capacity of countries whose 
development will require external assistance for long periods. Pro- 
gram aid has been emphasized for reasons other than as an alternative 
to debt refunding. But if some countries or private lenders provide 
only project aid and that at somewhat harder terms, or program aid 
(bank loans) at normal interest, they stand to benefit from the softer 
contributions of others. As noted, some countries have supplemented 
their hard loans with concessional credits in the instances where seri- 
ous debt problems have emerged, and in some other cases. The prob- 
lem is likely to continue. 

The process of refunding debt by the indirect methods can go on as 
long as the creditors are willing to provide the funds needed. Debt 
principal and debt service each year become bigger numbers, but if 
new loans to a given recipient cover service, there is no actual burden 
on its balance of payments though any loans or aid received progres- 
sively add less to net resources for the requirements of a growing popu- 
lation or for improvement in levels of production and income. For the 
creditors the implication is the provision of more funds at an increas- 
ing rate, a process which encounters budgetary and political difficul- 
ties. The more concessional donor-creditors may also feel that they are 
indirectly paying off debts to other creditors. They may also become 
disillusioned about the lack of (or slow) visible progress on the part 
of the recipients or their expenditure of scarce resources on military 
purposes. A reduction of the flow to a recipient with high debt service 
may precipitate a crisis. 
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For countries which do not receive much concessional aid, the mere 
compounding of service may result in the creditors calling a halt in the 
future, as they have in the past. Hence formal multilateral or bilateral 
direct debt refunding may be preferred to continued outlays, or may 
be required by the circumstances of the debtors. Some which have 
refunded may refund again. New cases will be added in the course of 
time. How many in the next 10 years cannot be predicted with assur- 
ance, in the light of the financial and political uncertainties of the 
situation. 

Some of the issues are: (1) The extent of the refunding—the entire 
debt or specific parts, or merely the service accruing in one or more 
years; (2) should interest as well as principal be refunded? (3) the 
period to be covered by the refunding. 


The Extent of Refunding 


Refundings to the present have been partial, and with the exception 
of Indonesia, have included only payments due over a given period on 
certain specified classes of debt. In bilateral refunding institutional 
lenders have refunded some of their own loans or refinanced credits 
originally given by private entities in their country. Multilateral con- 
solidation has applied to supplier credits or accumulated arrearages 
on short-term obligations, and direct government loans. In Indonesia 
the largest amounts are payable to the U.S.S.R. and other CMEA 
countries. Such credits have also figured in the debt problems of 
Ghana, and to some degree India and Pakistan. 

In almost all cases refunding has applied only to the payments (or 
part) due in a specified period, in the Paris and Hague Club pro- 
ceedings to an agreed percent of specified types of private credits in- 
sured by governments or extended by government agencies. Indian 
debt relief so far has been for part of the payments due but to secure the 
needed relief the agreed amounts were applied to a variety of credits, 
including apparently some credits previously refinanced bilaterally, 
with each consortium country taken as a unit, whether the credits were 
official or government-guaranteed. The U.S. refunded the wheat loan, 
though most of the payments to the U.S. were due to Ex-Im. Other 
countries supplied their share also by varying institutional arrange- 
ments. The IBRD also rescheduled. © 
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Indonesia (1970) is the only case in which the entire debt incurred 
before the given date was covered by the agreement, rather than mere- 
ly the payments accruing in a specified period of years. Post-Sukarno 
debt, however, was excluded from the exercise. 

The amount of debt relief given in the past, and which may be given 
in the future, appears to depend on (a) the severity of the debt crisis 
and its duration, (b) the composition of the debt, (c) the estimate by 
the creditors and the debtor of ability to service debt and (d) perhaps 
most importantly, sheer expediency, including the willingness of the 
creditors to forego or postpone payment in view of their policies and 
institutional arrangements. 

If a country’s debt problem is merely a matter of a hump in debt 
service for a matter of one or two years it can be handled readily 
enough by refunding part of the payments due in this period, so that in 
subsequent time debt payment can fall to its usual level. This is the ra- 
tionale of the club arrangements dealing with supplier credits or other 
medium-term obligations. Postponing payment of, say, 70 percent of 
the amount due in 2 years with repayment over the following 5 (Chile 
1965) will be quite satisfactory if earnings in the new repayment period 
are sufficient. This technique worked for a time in the Chilean case. In 
the case of Argentina and Brazil, a succession of such short-term re- 
fundings were necessary before the situation could be stabilized at 
least sufficiently to make debt payment possible. Two arrangements 
for Ghana and three for Turkey (neglecting minor adjustments) may 
not prove adequate to deal with their problem. Relatively short-term 
refunding would also seem appropriate if the debtor country has a 
sudden shortfall in its exchange earnings, e.g. crop failure, collapse 
of world markets for its exports, or revolution, even though debt ser- 
vice in normal years may not be exceptionally heavy. Fund drawings, 
even with waivers and compensatory finance, may not be enough. 

Medium-term refunding of a series of payments appears less appro- 
priate to cases arising from the long and steady accumulation of debt 
to finance a development program. It cannot reasonably be expected 
that India and other countries whose development plans require an 
annual net inflow of capital will be in a much better position 5 years 
hence than they are today to have a net balance of payments surplus to 
enable them to make net payments on debt. If their problem is to be 
dealt with through rescheduling or consolidation it must be recognized 
that there will be many reschedulings whether at regular or irregular 
intervals. Postponement of payment for 10 years is better than 5. It 
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pushes off the day of reckoning further, in the hope at least proforma 
that the reckoning will then be better. The Pearson and Peterson re- 
ports favor a longer period for refunding to avoid repetitive consoli- 
dation, though this may not be acceptable to the creditors. 

In the case of long-run concessional aid recipients—some countries 
not now in this category aspire to be—the issue is essentially how much 
aid is to be given in the form of debt relief as opposed to the amount 
to be given in the form of commodity aid, or other forms of aid. To 
bring India’s debt service ratio down to 20 percent is not particularly 
meaningful. It is tantamount to concluding that total aid should equal 
development requirements, a flexible item, plus 20 percent of exchange 
receipts to cover debt service. Consequently debt principal increases 
though debt service will decline in proportion to principal the greater 
the concessionary element in the aid lending. Refunding with low 
consolidation interest has the same effect. A 10-year period is also long 
enough to get the credits with the hardest terms off the books, unless 
new indebtedness is incurred. 

In the 1970 Indonesia consolidation a longer range view was taken. 
Payment is to be spread over 30 years; there is no consolidation in- 
terest except when the bisque clause is invoked; payments of the 
interest accumulated through arrearages and the three preceding 
short-run consolidations is to be paid in installments only after 15 
years. Thirty years is a long time. Indonesia 1s now stabilizing its eco- 
nomy, exports have been expanding and its resources are ample to 
provide a prosperous economy in due time. Present expectations 
which underlie the 30-year term may be too pessimistic, so that the 
agreed minute provides for a review of the situation in 10 years. The 
Paris press release stresses the exceptional nature of the Indonesian 
settlement, which presumably is not to be regarded as a precedent for 
future settlements for other countries. 

The consolidation of payments due in 2 to 5 years with repayment 
over a subsequent period of 5 to 10 years has certain practical advan- 
tages from the creditors’ point of view. There is the uncertainty of the 
future, not only of the debtor’s balance of payments, but of the credi- 
tors’ international accounts. The rapid shifts in the balances of pay- 
ments of the principal creditor countries in recent years indicate part 
of their problem. Secondly, such consolidation may deal with the 
‘hump problem.” Thirdly, it keeps the debtor on “‘short tether.” Peri- 
odic reexamination of the debt situation in the light of domestic poli- 
cies, the performance of the debtor in the utilization of resources pro- 
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vided, and needs for the future may be more effective than the annual 
Fund Consultation or the discussions of the consortia and consulta- 
tive groups. Five years is also a convenient political span. This period 
is long enough for a change in governments by election or coup d’état, 
and a change of civil servants and diplomatic officers. The new repre- 
sentatives of creditor and debtor governments can bring a fresh point 
of view to bear on the problem. At a minimum, mistakes can always be 
blamed on predecessor governments. The new officials, less bothered 
by history, may take bolder initiatives and they can more readily be- 
believe, or with better grace pretend to believe, in the proposed pro- 
grams, prospects and the assurances given. 

Assuming that there is to be a direct refunding by rescheduling or 
consolidation of part of a given country’s debt, there is some choice 
among the debts to be selected. Refunding has not generally been ap- 
plied to short-term (180 days or less) credits, which cover current im- 
ports, except where payments have been in arrears or when commer- 
cial banks have renewed or extended short-term credits. It has general- 
ly been understood that to postpone payments on short-term debt 
would so impair the credit of a country that new credits to finance 
current imports would stop and so disrupt normal business. When 
they have been refunded by central bank operations or arrangements 
with other governmental institutions, the purpose has been to restore 
the flow of needed commercial credit. 

Payments due to the IMF are technically repurchases by a country 
of its currency held by the Fund, not debt. While repurchase is nor- 
mally required 3 to 5 years after the original drawing, the Fund has in 
some instances postponed repurchases for a short period and in others 
permitted new drawings under a new standby after a repurchase, so 
that in effect it refunded the payment for another 3 to 5 year period. 
By general consensus Fund drawings have been excluded from refund- 
ing operations, even though some countries carry them on their books 
as medium-term debt. 

Supplier credits have been the most commonly refinanced item 
since they usually have the heaviest service requirements. In most 
cases the refunding has taken the form of substitution of a longer-term 
and often lower-interest, government-to-government obligation for 
the original loans due to private exporters or banks. Fund standby 
arrangements have generally imposed limitations on this type of in- 
debtedness or other medium-term obligations, particularly when 
drawings have provided the ready cash to meet maturing debts. 
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The debatable issue is the treatment of loans by the multilateral 
agencies when general refundings are negotiated. Up to this point the 
IBRD has rescheduled several years’ payments on Indian loans and 
the IDB has not rescheduled any. Debt to the international organi- 
zation represents 15.9 percent of total LDC debt (1970). The cost of 
servicing these loans is high in comparison with bilateral government 
loans except for Japan and probably Italy, though lower than the cost 
for supplier and other private credits. The long grace periods on newer 
IBRD loans, particularly for countries in debt difficulty, have pushed 
the service problem to the future. Looking forward to 10 or more 
years hence, the burden of service on IBRD and IDB (ordinary capi- 
tal) and ADB loans will be quite heavy for the recipients. 

Some aspects of international institutton lending policies have in 
practice reduced the burden of service. The IBRD has supplemented 
its loans with IDA credits (e.g., India). Some of its loans for agricultur- 
al and educational projects, while financing highly desirable projects 
from the long-run point of view, have incidentally provided foreign 
exchange in the short-run against local expenditures. The 15 percent 
preference rule for local bidders has the same effect. The IDB supple- 
ments its ordinary loans with special funds loans, hitherto almost en- 
tirely repayable in national currency,’ for projects requiring large 
local expenses. These measures alleviate debt burdens for the recipi- 
ents, though the relief may be incidental and, perhaps, scarcely inten- 
tional. Would direct debt rescheduling be simpler and more to the 
point? 

The Peterson report recommends that “bilateral government and 
government-guaranteed credits should be rescheduled over a long 
term. The international lending institutions, however, should not be 
required to reschedule their outstanding loans. Rescheduling their 
loans would endanger the ability of international institutions to con- 
tinue borrowing in capital markets.” The Pearson report says in part, 
“The World Bank and the IMF, as important providers of long-term 
and short-term finance respectively, must of course participate in re- 
scheduling discussions.”’8 They have participated in almost all of the 
refunding discussions and have prepared much of the data used. The 
IMF particularly has been used as the channel for reporting on the bi- 
laterals and other related matters. The Pearson report may imply, but 
certainly does not explicitly recommend, that the IBRD be more will- 


7. This rule was changed by the Board of Governors at their 1970 meeting. 
ih, JS). 
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ing to reschedule in the future than it has in the past. Secretary Ken- 
nedy, however, suggested that ‘‘creditor nations and institutions (not 
specifically international) in appropriate cases provide amortization 
relief.” 

How important a rescheduling of loans by the IBRD and the IDB 
would be in effecting their ability to borrow in capital markets is ques- 
tionable. Their ability to sell their securities in the markets rests prob- 
ably less on the quality of the underlying portfolio than it does on the 
contingent liability of the member governments. Morgan, Stanley and 
Company, The First Boston Corporation, the Deutsche Bank, and 
their customers probably do not worry too seriously about the quality 
of the IBRD or IDB loan portfolio. The IBRD as of June 30, 1971 had 
in its loan portfolio of a total disbursed and outstanding of $6.6 bil- 
lion, loans to India of $488 million; to Pakistan, $343 million; to Bra- 
zil, $289 million; Argentina, $195 million; Chile, $119 million, to men- 
tion only the larger countries which have been in debt difficulties. This 
portfolio in itself would scarcely sustain an AAA rating, if the under- 
writers and the administrators of trust funds and others who purchase 
the bank securities did not recognize that the bank’s obligations were 
issued on the basis of the contingent liability of the member govern- 
ments. This was, in fact, conceded in 1959, when IBRD capital was 
doubled primarily to increase the U.S. contingent liability.? The qual- 
ity of the IBRD portfolio would probably not be lowered if its loans 
had had their terms extended to accord with the debtors’ real prospects 
of repayment. Obviously refunding would reduce its cash flow. 

The same argument is applicable to the IDB a fortiori since in its 
borrowing agreements it has covenanted not to issue securities in an 
amount exceeding the U.S. portion of its callable capital. 

The essential issue is the extent to which the institutional lenders 
should refund when the governments do, or whether they should col- 
lect according to contract and expect the debtors to be assisted in 

9. Cf. Letter of Eugene Black to Secretary Anderson in House Banking and Currency Com- 
mittee, Hearings, “Bretton Woods Agreements Act,’ March 5-6, 1959, p. 33: “The most signi- 
ficant factor in the willingness of the U.S. investor to buy Bank bonds has been and still is the 
uncalled portion of the U.S. subscription in the Bank. .. .” Mr. Black noted that the rating 
services were particularly interested in the ratio of the outstanding bonds and the U.S. contin- 
gent liability and the mechanics of implementing this liability. The Executive Directors in their 
resolution said, “Although the soundness of the Bank’s loans and the guarantees of other mem- 
bers have been of great importance, the existence of the U.S. guarantee is still in many instances 
decisive.” (NAC, Special Report on Increases in the Resources of the International Monetary 
Fund and the International Bank for Reconstruction and Development, Feb. 1959, p. 34.) Since 
1959 the strength of the contingent liabilities of governments has been increased by the conver- 


tibility of currencies and the greatly improved position of other creditor countries, which have 
pro rata liabilities. 
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making payment by IDA or bilateral (consortial) financing of import 
requirements plus the incidental relief given by the devices mentioned. 
Perhaps some of the bilateral creditors might more readily agree to 
refunding if the IBRD, one of the largest creditors on conventional 
loans, were more willing to act. The ice was broken with India. Per- 
haps the World Bank management and its bondholders will become 
more flexible as new applicants for relief appear. 

Bilateral intergovernmental loans have been suggested as appropri- 
late to refunding operations after supplier credits. Some of these loans 
are conventional with interest charges covering the cost of borrowing 
and amortization appropriate to the project. Examples are the Ex-Im, 
the Commonwealth Development Corporation, the Japanese Export- 
Import Bank and the K.f.W. (own funds). Other government loans are 
concessional in that they are deliberate aid or refunding of earlier obli- 
gations. Refunding can with difficulty make some of these loans much 
more concessional unless they are forgiven. It is impossible to post- 
pone amortization payments on a loan which still enjoys a 7- or 10- 
year grace period. When the grace period has expired on some loans, 
accruing payments may be deferred. Some creditor countries have, 
however, given harder terms than others. They have more room for 
maneuver. 

In 1968 (using DAC 1969 criteria) the average interest rate on all 
official credits, including concessional development assistance (two- 
thirds of the total) official export credits and other official credits was 
3.6 percent, the maturity 27 years, including 7 years grace on principal. 
The grant element in these development loans was 58 percent (the dif- 
ference between face amount and present values of service payments 
discounted at 10 percent) and if combined with outright grants, 80 
percent. Some of the DAC countries, Austria, France, Germany, 
Italy, Japan, Netherlands, Portugal, give development loans at less 
concessional terms than average.!9 France, Germany and Japan are 
important providers of funds. 

To the extent that bilateral credits are to be refunded the obvious 
candidates are national lending institutions making conventional 
loans, since they bear more heavily on the balance of payments of the 
debtor. For example, if refunding is applied to Latin America, as rec- 
ommended by the Rockefeller report, the burden would fall on the Ex- 
Im whose cash flow would be reduced, so that if it is to continue to do 

10. OECD-DAC, Development Assistance, 1969 Review, p. 77. Comparable data for 1969 and 


1970 have not been published. It should be noted that France supplies a good part of its assistance 
in the form of grants to African countries. 
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business, it would have to borrow more from the Treasury or the mar- 
ket. Similar consequences would follow in other countries. 

In actual practice this may not be convenient or expedient. In the 
Indian case, as noted, though the Ex-Im was the largest claimant, the 
actual debt relief was given through the wheat loan administered by 
AID. The U.K., Germany and others have refunded by consolidation 
credits provided from sources other than the original lender. From the 
standpoint of the taxpayer it makes little difference whether refunding 
is by Ex-Im or AID, the K.f.W. or the German budget, or British or 
Canadian lending corporations or their government budgets. Just as 
the form of refunding is a matter of institutional arrangements in a 
given creditor country, the allocation of the burden is a matter of na- 
tional arrangements in budgeting and accounting. 

The situation in each debtor country differs somewhat, as each cred- 
itor has its own legal and financial problems. The actual form of debt 
relief inevitably seems to be on a case by case basis, with some leeway 
for plain bargaining. 


Principal or Interest 


It is indifferent to the debtor obtaining relief of payments for a given 
amount in a year whether it is principal and interest or merely princi- 
pal, say, $50 million of principal or $35 million of principal and $15 
million of interest. The real balance of payments effect is the same, 
even if the amounts are recorded differently, above or below the line, 
in formal balance of payments statements. There may be some com- 
plications in the internal accounting of the country as between the 
government or central bank and the private or public entities whose 
original debt is refunded, with further complications in terms of for- 
eign exchange and domestic currency. In the cases studied these prob- 
lems do not appear to have been difficult. Changes in legislation or 
executive decrees may be needed in either case. 

What does matter is whether or not there is an additional future 1n- 
terest cost. Consolidation interest must be paid or accrued the next 
year. Interest accrued and unpaid may be capitalized by the creditor 
and so compounded, but in the process annual payments may be re- 
duced by the extension of the term of the loan. In the case of the simple 
rescheduling of amortization there will be additional interest to be 
paid over the lengthened maturity. If the creditors waive the accrued 
interest or charge no consolidation interest the costs will be lower, 1.e., 
there is in effect a grant in addition to that implied by the difference 
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between contractual payment and the discounted value of future pay- 
ments. 

To the creditors there may be a significent difference, less in terms of 
real receipts than in the accounting of the foregone receipts, particu- 
larly in the case of corporate lenders. If principal only is refunded there 
is no direct effect on the balance sheet, and interest receipts continue 
as usual and so do not affect the profit and loss. If interest as well as 
principal is refunded, income is reduced with a corresponding effect 
on profits. The flow of cash to the creditor for a given amount of relief 
would be reduced the same amount whether the relief is in the form of 
amortization or amortization and interest. The creditor institution 
will have to borrow more to maintain its level of activity, and perhaps, 
pay a higher interest rate than it would have received on the loans re- 
funded. Significant amounts of refunding of interest would, of course, 
affect the ratio of earnings to interest paid, and so could possibly affect 
the rating of securities. 

Hence giving debt relief in the form of amortization only, i.e. a high- 
er percent of principal would be refunded to get a given amount of 
relief, is generally preferable for corporate lenders, such as the IBRD 
and IDB, which have to float securities on the market. Even the Ex-Im 
and similar agencies of foreign governments like to show a profit. In 
the actual refunding cases, except Indonesia, principal only has been 
deferred with contractual interest continuing. In a few cases the credi- 
tors have capitalized accrued interest. Generally also—Indonesia ex- 
cepted—there has been a low consolidation interest charged, thougha 
few countries have given interest free consolidation credits or have 
made grants equivalent to interest. 

Hence, larger amounts of amortization relief are preferable to an 
equal amount of amortization and interest since the impact of future 
refunding is likely to bear more heavily on corporate creditors than it 
has in the past. If the relief can take the form of simple rescheduling it 
appears preferable to a consolidation loan, if for nothing more than 
the sake of appearances. A large amount of relief, however, may re- 
quire rewriting many loan contracts, and so be inconvenient. 


General or Particular Refunding 


Refundings have been agreed for specific countries in debt crises or 
as an alternative to additional aid. They are distasteful to both credi- 
tors and debtors. Some developing countries are proud of their record 
of paying their honest debts. Known refunding may well impair a 
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debtor’s credit standing and so reduce future borrowing possibilities, 
though apparently some suppliers are willing to take risks even when 
institutional lenders are more prudent. Some creditors also feel that 
“they hired the money” and are reluctant to relinquish what they bar- 
gained to get. 

Should the parties wait until a crisis is impending or should they 
forestall it? The Pearson Commission recommends that soft loans be 
given to “refinance debt payments, in order to reduce the need for full- 
scale debt negotiations” (p. 167). This has in fact been done on a fairly 
broad scale. Alternatively, refunding could be undertaken before the 
problem became too severe and can be more equitable in terms of bur- 
den-sharing unless all creditors individually refinanced debt payments 
by new loans on about the same terms. 

It may well be argued that since the developing countries cannot 
bear the burden of debt as now constituted, it would be more equitable 
to reduce the burden for all by general refunding, not merely for those 
approaching the crisis stage. This argument seems cogent when ap- 
plied to the “hard-core” recipients which cannot reasonably be ex- 
pected to service their debt on a net basis for, say, the next 20 years. 
Since refunding in any form is a partial grant, and a succession of 
refundings on easier terms approaches the grant, as a limit, outright 
forgiveness or cancellation would be simpler. There are certain prac- 
tical difficulties with either procedure. The argument appears less 
applicable to countries emerging from the aid-recipient class, a group 
that includes some of the largest debtors, which can service conven- 
tional debt in the longer run from their exports, or those debtors that 
for reasons of pride or politics prefer to pay their own way by holding 
down imports or slowing development. 

The practical problems of refinancing ala Pearson, or generally re- 
funding for all willing debtors, are formidable. It has taken long and 
difficult negotiation to get international agreement in the acute refun- 
ding cases. More general agreements would be practically impossible 
without the establishment of an international debt refunding agency 
financed pro rata by the creditors. Otherwise the refunding countries 
or those giving equivalent grants or soft loans would pay off the harder 
creditors. There is little chance that the U.S.S.R. would join an inter- 
national agreement, though it has been willing to refund in particular 
cases; the other CMEA countries appear generally to have been more 
reluctant. 

Guarantor governments have refinanced supplier credits though 
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this has in some cases required parliamentary action, legislation, or 
appropriation. Some unguaranteed loans have been refinanced by 
governmental agencies, e.g., Ex-Im, others by the lenders’ banks or 
supplying companies when they were large and strong enough. Bilat- 
eral intergovernmental credits probably can be more readily refunded. 
A lending corporation has a general authority to modify its loans. 

If refunding were general there could be little assurance that it 
would be a long-lived solution unless the debtors could be obligated, 
and the obligation enforced, not to incur future loans other than at 
some agreed concessional level. They would have to forego, and com- 
pel their nationals to forego supplier credits, even though these may be 
quite useful. The high interest rates on IBRD, IDB, ADB, Ex-Im and 
parallel entities would preclude them from lending. The reduction in 
the flow of resources to developing countries would be greatly cur- 
tailed unless governments bilaterally or through IDA provided the 
equivalent in soft loans. Private investment would be stopped except 
in the form of short-term commercial credits or direct investment, 
which also puts a burden on the balance of payments of the host coun- 
try. 

In sum, a general refunding for all the aid recipients is not feasible 
either by consolidation or the Pearson method. From the standpoint 
of both creditors and debtors refunding should not be carried beyond 
necessity. Economic development will have to muddle through with a 
combination of credits, soft loans and grants punctuated by refund- 
ings as needed. This does not imply that past mistakes should be 
repeated or that there may not be possible improvement in the financ- 
ing of development. 


SOME IMPLICATIONS 


The DAC 1969 Review of Development Assistance is an earnest plea 
to the members to provide more grant and concessional-term loans to 
the developing countries. After discussing the debt problem and re- 
funding exercises it concludes: 


But no wholly satisfactory solution is possible and both harmonization and 
debt-rescheduling will prove to be temporary and inadequate solutions, un- 
less there are substantial increases over the next few years in the volume of 
grant funds and of loans at soft terms which donors are prepared to offer to 
developing countries. This is indispensable to sound growth at acceptable 
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rates. Moreover, it is a prerequisite for the financial situations and the infra- 
structure of physical and human resources which are required to induce con- 
tinued high rates of private investment. !! 

The IBRD similarly has pointed out that there are some projects in 
LDCs “which yield a return on capital at least equal to that earned on 
projects in developed countries, or more relevantly, to the cost of capi- 
tal in international markets.” !2 Much of the investment, however, 
must be for purposes which “‘yield a financial return only after many 
years.”’ Moreover, many of the recipient countries cannot “trans- 
form” local currency earnings into foreign exchange to service debt. 
When the productivity of capital and the capacity to “transform” are 
high, conventional or even commercial loans are justified. For others, 
the “avoidance of debt service problems requires that, on average, 
foreign capital be available on concessional terms.” 

These conclusions are as direct as the polite circumlocution neces- 
sary to international bodies permits. Some countries have a capacity 
to service debt in foreign exchange. Most countries, in their present 
state of development, probably do not, either because they cannot 
earn exchange or because they lack financially productive projects. 
Hence if there is to be development! 3 it must be on grant terms, or if in 
the form of loans, the terms must be so concessional as to approximate 
grants. The former group might well include the more advanced of the 
developing countries, though as shown in chapter 4 many of these have 
had to have debt refundings. The oil producers and countries with 
other mineral deposits that can be worked commercially can service 
debt. The rest have little prospect. 

If “net aid” is provided, even on easy loan terms, principal will con- 
tinue to mount on a compound interest curve. Debt service will be 
compounded, though at a lower rate, if DAC or other easy loan terms 
are employed. Easy terms, as shown above, postpone the date at which 
service equals new borrowing or aid, in comparison with harder-term 
loans, as now on the books, and are likely to be part of the total in any 
event by ‘“‘blending” provisions on the part of the donor-creditors or 
the exigencies of the recipient debtors. Eventually some of the poorer 
countries may attain such current account surpluses that they will be 
able to pay back. For most this would appear to be in the far distant 


Ie A235: 

12. IBRD, Annual Report, 1971, p. 53. 

13. Any investment of capital, if not wasted, will yield some return in a developing country, 
often less than the same amount of capital invested in the donor country. An atomic power plant 
can run along side primitive agriculture. Development, if defined in terms of median per capita 
real income, may be more difficult in face of the population problem. 
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future. For many it may never be reached. In the interim the unsatis- 
factory solution of debt refunding seems inevitable. The donor-credi- 
tors may in time realize that their contributions to aid are just that. 


Grants versus Loans 


It is the policy of the United States and other industrial countries to 
foster economic development. The reasons for this policy as repre- 
sented internationally by resolutions in the UN, DAC and UNCTAD, 
are partly humanitarian and partly political, with humanitarian 
motives sometimes rationalized as political, and political motives, 
as humanitarian. It may be taken for granted that economic aid in 
some forrn is likely to be a more or less permanent feature of inter- 
national relations. Myrdal regards it as a moral obligation to redistrib- 
ute income from the rich to the poor internationally, in a way parallel 
to domestic tax and welfare policies.!4 The amount and form of this 
aid will be determined by the decisions of governments, and involves 
problems broader in scope than this essay. What is relevant here is that 
the amount will have to be a function of the compound interest form- 
ula if it is to cover debt payment as well as physical aid requirements. 

Since most of the developing countries are not likely to develop 
their export industries to the extent that there can be a net payment of 
debt within prospective periods, the question may well arise, why give 
aid on loan terms which cannot in all likelihood be met by the recip- 
ients according to contract? And even if contract terms were met, the 
real value of the repayment will be a fractional part of the original sum 
on long-term loans in view of the probable degrees of inflation. !5 Why 
not recognize that economic aid is an unrequited transfer of resources 
from the richer to the poorer countries made for reasons of policy? 

The grant versus loan issue has been debated since the Marshall 
plan, when most of the aid for a period of a few years was on grant 
terms. The recovery of Europe might not have been as rapid had loan 
terms been applied. In 1948, however, one of the main considerations 
was the concern that the U.S. balance of payments could not readily 
adjust to a repayment of debt in the future. No doubt the rate of recov- 
ery was underestimated and the persistence of a U.S. surplus was 


14. Myrdal, The Challenge of World Poverty, passim. 

15. The present value of the final payment on an aid loan, discounted at the DAC rate of 10 
percent, is 2.2 percent of the original amount in the case of an AID loan and 0.85 percent on an 
IDA credit, assuming constant prices. At 2 percent annual inflation of creditor currencies these 
values would be multiplied by 0.45 and 0.37 percent respectively. Earlier payments would, of 
course, have higher present values, at either constant or inflated prices. (See chapter 2, pp. 
69-70.) 
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overestimated. Had all of the aid been on the easy loan terms applied 
to the loan portion, there would have been considerable relief to the 
U.S. balance of payments in recent years. 

It may be argued that the developing countries may also in time be 
in a position to repay loans. Grants are final. Why give up a claim that 
may prove useful in the future? There can, however, be little expecta- 
tion that the current aid programs of the donor-creditor countries and 
of the international agencies will be of short duration. There will have 
to be appropriations for a long time whether aid takes the form of 
grants or easy-term loans. The latter will not produce a reflow in the 
foreseeable future to constitute a net reduction of the budgetary drain. 
“Net aid” inevitably results in a piling up of debt. Perhaps grants 
would be as satisfactory in terms of return to the donor as loans which 
will not be repaid and will have to be refunded periodically. 

This dismal prognosis need not be projected indefinitely, nor for all 
countries. Some may discover or develop resources that will yield 
exchange. Some may develop to the point that they do not need exter- 
nal assistance. Population problems will continue for all so that their 
import requirements are likely to increase, a negative element. Since 
there is no telling which countries will be favorably situated years 
hence and which will not, loans, even if refunded from time to time, 
may produce some return eventually. 

Grants, it may be argued, provide less incentive for careful use of 
the funds provided than if the recipient in good faith expects to repay. 
The tendency would be for loans to be used on the type of project 
which is more likely to pay off, at least in local currency, and possibly 
in foreign exchange, than would a grant which might more readily be 
used for current purposes which might be less productive in the long 
run. The cogency of this argument is considerably reduced when loans 
are used for commodity financing, since the commodities will either 
be used directly by the government for its purposes or, if sold, the local 
currency will be used as ordinary governmental receipts. This would 
apply to either grants or loans for commodity purposes, so that the 
argument for loan as opposed to grant on this basis is really an argu- 
ment for having productive projects as opposed to mere maintenance 
balance of payments assistance. 

A loan, however, generally requires an accounting for the loan 
funds and provision by the borrower for covering costs through the 
price or tax mechanism. Even if a private borrower pays the govern- 
ment in the national currency with the government in turn paying the 
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lender in foreign exchange, as in the two-step arrangements of AID, 
the ultimate recipient must cover the amortization of the loan and 
interest, so that there is greater probability of careful use of the re- 
sources than if the funds were made available for a specific purpose 
without the need of accruing future costs. This discipline may be 
weakened by loans on easy terms, hence the advantage of the two-step 
arrangement, which is easy on the balance of payments but involves 
direct costs to the beneficiary. 

It may also be argued that if funds are wasted by the recipient of a 
grant, the donor has no effective means of checking the abuse. In the 
case of the loan project, on the other hand, payment is usually by way 
of reimbursement for expenditures originally made by the recipient, 
so that if improper expenditures are made reimbursement can be 
denied. This argument against the grant may be considerably weak- 
ened however, if a grant program is repetitive. If the money or goods 
are used inefficiently or improperly, future grants may be withheld, or 
reduced by the amount of improper use. 

One other argument which may be quite important, however, is that 
with grants the tendency is to concentrate on direct government opera- 
tions as the object of the expenditure, while in the loan case the ulti- 
mate beneficiary may be a private concern, and for many purposes 
private enterprise probably is more productive in terms of foreign 
exchange potential than governmental infrastructure operations. 
Grant money is not likely to be given to a private enterprise, but gov- 
ernments are willing to borrow and relend, or to give their guarantee 
to borrowings of a private organization, since the government will 
have some assurance of repayment. 

In recent years there has been relatively little direct grant aid from 
external sources for economic development except for technical assist- 
ance grants and grant-like transactions, in the DAC terminology, such 
as P.L. 480 sales for local currency. Australia and Canada have also 
given grants of wheat and other commodities to some of the recipient 
countries, particularly those in the Colombo Plan. France has given 
grants to Africa. While it seems likely that there will be little net return 
of principal of loans made to many of the developing countries, it is 
apparent that legislatures are not receptive any longer to the grant 
system. They may feel that loans have some prospect of returning 
benefits in the future, though they must recognize that at best the 
return is only partial. The feeling against grants, however, was so great 
that in the DLF period the United States made loans for both project 


234 THE REFUNDING OF INTERNATIONAL DEBT 


and program purposes repayable in local currency in the expectation 
that this would provide an incentive for effective use of the funds pro- 
vided without imposing a balance of payments burden. In practice 
then, even if grants in some respects would make the most sense as a 
means of dealing with the development problems of many countries 
whose development is at best problematic, political circumstances 
almost inevitably rule the grant method out except for certain emer- 
gency situations, disaster relief, and so on, and technical assistance. 


Harmonization and Coordination 


The IBRD, in consultative groups and published materials, and the 
DAC have long advocated a softening of loan terms, but also the 
provision of assistance by the donor-creditors on more uniform terms. 
Since the industrial countries provide finance from various internal 
sources at different terms, and the recipients receive grants or borrow 
from various sources and in different proportions, reducing aid to a 
common pattern is a formidable task. While terms have been softened 
one way or other by the DAC member countries, and there are still 
considerable differentials in the terms for currently provided assist- 
ance, the largest part of debt service accrues from earlier transactions. 

DAC has been the organ of the advanced countries attempting to 
secure more assistance and better terms. It has established quantitative 
and qualitative targets which the members have not attained. The 
present DAC recommendations on terms imply a minimum conces- 
sional element of about 75 percent of the total official development 
assistance by each member. This target can be attained by various 
combinations of grants and soft loans, 2 or 3 percent interest and 25 to 
38 years’ maturity with grace periods of 7 to 10 years.!© AID and most 
P.L. 480 transactions qualify under these definitions, as do recent soft 
loans by most other DAC members. Ex-Im loans and similar hard 
loans from other DAC members are excluded from “‘official develop- 
ment assistance” but form part of the members’ performance, which 
also includes supplier and other private credits in terms of the one 
percent of GNP, quantitative target, which only France, Germany, 
Belgium, the Netherlands and Switzerland attained in 1968. In 1969 
Denmark, Italy and Portugal were added. !7 


16. The “concessional element” is defined as the difference between face value and the dis- 
counted present value at 10 percent of interest and amortization. The calculation can be quite 
complex with the variety of current loan terms. For precise mathematical formulae and illustra- 
tions, see IBRD, Possible Improvements in Terms of Lending (an UNCTAD paper, March 20, 
1968), pp. 20—SO0. 

17. DAC, 1969 Review, p. 306: 1970 Review, p. 180. The figures are partly a numbers game in 
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The DAC qualitative recommendations provide for a large conces- 
sional element in official development assistance, but there is no assur- 
ance that donor-creditor countries will offer assistance on these terms 
to all developing countries, nor that the latter will not borrow on 
harder terms from other sources. Some will borrow from CMEA 
countries if only to maintain their stance of nonalignment. 

Various industrial countries concentrate their aid loans in areas of 
political interest to them, their former overseas territories or countries 
in which their nationals, and sometimes governments, have invested 
heavily. By giving soft loans or grants to these countries, e.g., the U.K. 
in India and Pakistan, France in North Africa, the U.S. in Latin Amer- 
ica, especially in the form of balance of payments assistance, they in- 
directly help pay off debts to their own investors and to their official 
agencies. Some countries apparently give harder terms to the coun- 
tries where they have no special interest, approximating the terms of 
supplier credits, or in fact provide only supplier credits or harder pro- 
ject credits, even within the ambit of consortia and consultative 
groups. At the other extreme, Australia has consistently given only 
grants, and Canada has given large grants in proportion to its size, as 
as have Belgium, Norway, Sweden and Switzerland. Germany has 
softened terms over time and some provision for softening has been 
made in other instances. 

Various reasons can be offered for the terms given. In informed con- 
versations one hears arguments along these lines. ““We do not aspire 
to world political leadership, so we have less political interest than the 
U.S. in aiding all countries.”’ ““‘We have our own poor areas to worry 
about.” ““We are not rich enough to go into the aid business.’ ““We 
have no aid program or aid agency, so we use the means we have.” 
“That ass —_— (the Finance Minister) says we can’t afford aid in our 
budget.” “By tying your aid you give a subsidy to your high cost indus- 
tries. Ours are competitive.” ““We have our balance of payments prob- 
lems, too.” ““We believe it is better to give hard loans and exporter 
credits initially, even if we have to refinance them later. The projects 
are better, the administration simpler and better, than when the loans 
are on easy terms and so used less productively.” !8 In fact one may 
suspect that some of the hard loans in the past were made in the expec- 
tation that official aid would make repayment possible. 
terms of exclusions and inclusions. Included, for example, are subscriptions and loans to, and 
purchases of securities of, international institutions. The last category is a form of investment, 


alternative to other investments of reserves. 
18. These are capsulized paraphrases of discussions. Only one is a direct quotation. 
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The resulting differences in the “‘mix”’ and debt burdens leads to the 
issue of coordination of loan terms. Essentially, the donor-creditors 
extending grants or soft loans do not wish indirectly to pay off hard 
loans given by other countries. Secondly, as has been long emphasized 
by the IBRD and DAC, most of the developing countries cannot re- 
pay loans at relatively hard terms. The IBRD-led consortia and con- 
sultative groups have succeeded to a real extent in obtaining softer 
terms and probably more aid for the countries covered. !9 

The 1969 DAC Report2° summed up the situation: 


Even with a clear judgement as to the appropriate terms for a particular 
developing country, a harmonization problem arises if different donors pro- 
vide assistance at substantially different terms. From the point of view of re- 
cipients the variety of terms provided by particular donors need not be a cause 
of concern—as long as the overall blend is appropriate. Thus, harmoniza- 
tion is primarily a problem among the different donors and the different 
financial institutions involved—although in the long run, recipients too are 
likely to suffer if the problem is not resolved. 

For one thing, there is the awkward “bail out” problem. Many donors, 
providing the softest kinds of assistance, very much wish to avoid situations 
in which their soft aid flows can be viewed as providing the resources to repay 
financing by other donors at harder terms. A minimum way of avoiding this 
problem may be for all donors at hard terms, to remain at least “neutral” 
during the period (which may last for many years) when a net transfer of re- 
sources is required by the particular developing country. That is, donors 
would agree as a minimum to offset any payments due them with new finan- 
cing flows. Of course, mere “neutrality” would not contribute to the needed 
net transfer of resources but it would at least avoid the awkward “bail out” 
problem. 

It follows from this that in cases where particular developing countries al- 
ready have too much hard debt outstanding from particular donors, it is pref- 
erable for the donors responsible to maintain these “floats” of overly hard 
debt, rather than to use new aid flows from other donors to repay them— 
though always seeking also for these donors to reduce such debt to more 
appropriate levels. 


The donor-creditors could perhaps prevent the use of their aid to 
service harder-term obligations by making it conditional upon the 
recipient agreeing not to borrow on other terms. The creditors, how- 
ever, cannot give advance assurances that they will supply the “‘need- 


19. It is perhaps significant that these groups mostly cover countries to which the IBRD has 
made large loans and IDA credits and to which the United States, and in Africa, the U.K., are 
the largest aid donors. They gave concessional aid while some other countries were providing 
hard loans. 

20. P. 234. 
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ed” amounts. It would be politically difficult to insist that aid-recip- 
ients should not take Soviet credits or supplier credits or even conven- 
tional loans. 

The Peterson report recommends an international system of devel- 
opment whereby “international agencies would assume primary re- 
sponsibility for analyzing conditions and policies in developing coun- 
tries, for establishing close working relations with appropriate offi- 
cials in these countries, and for determining total capital and technical 
assistance requirements and the policies necessary for effective use of 
investment resources.”” IBRD and IMF in conjunction with the re- 
gional bodies would assume responsibility for this general oversight, 
policy determination, and estimation of requirements. This is a formi- 
dable task, if not impossible. Even assuming that planning can work in 
a developing country under a fair degree of economic freedom, it 
would require an integration of national plans and a determination 
by the international group how each country is to develop, what in- 
dustries should be encouraged, where plants are to be located, how to 
direct agriculture (note surpluses problem) and prescribe internal 
policies on savings, taxation, and monetary policy. 

All of these things are done to some extent in particular countries 
under some circumstances. The IMF regularly makes recommenda- 
tions on monetary and financial policies to its Article X1V members, 
and may impose rather specific requirements for standby arrange- 
ments and drawings. The multilateral banks in giving or refusing 
loans direct development policy in specific matters, and impose spe- 
cific conditions to their loans, including local management, price and 
utility rate policies, or legislation, as appropriate. The institutions are 
cooperating with each other and with national donor agencies to a far 
greater extent than formerly. 

For more comprehensive direction there would have to be more 
control than the recipients would relish. It would also require that the 
donors commit funds for longer periods than they have thus far been 
willing to do. Either the money would be turned over to the multi- 
lateral agencies for administration—there is considerable sentiment in 
favor of this policy—or national policies of the donors would have to 
be subject to the supervision of the international group. To the extent 
that bilateral aid is politically motivated, this would be a severe limi- 
tation. In any event the IBRD or the composite control group would 
inevitably be involved in the politics of both donor and recipient gov- 
ernments to the extent that it might well lose its present advantages of 
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relatively impartial decision. If policy in the developing countries 
were subject to more direction by the international community it 
might also arouse sentiments against joint financial imperialism, as 
long as weighted voting prevails. 

Full harmonization of loan terms is a long way off. There is even 
less prospect in 1972 that the conditions necessary for effective coor- 
dination can be fulfilled. For the coming years the prospect is for a 
continuance of varying policies and institutional arrangements, and 
for those countries getting into debt difficulties, refunding. 


REFUNDING AND THE FUTURE 


Refunding in itself cannot prevent the recurrence of adverse condi- 
tions. The debtor may promptly contract new supplier credits, expe- 
cially if institutional or aid-type credits are not available, or will take 
time, and creditor country agencies are willing to insure. DAC has 
been concerned about the increasing volume of supplier credits in 1968 
in countries such as Argentina, Brazil and India whose debts have 
been refunded, and countries such as Pakistan and South Korea which 
have not refunded. The chairman’s report is less worried about the 
oil exporters or countries such as Israel and China (Taiwan) whose 
exports have expanded rapidly. ?! 

The industrial countries will continue to push their exports by di- 
rect loans or guarantees of export credits. As noted above, IMF stand- 
by arrangements have often imposed limitations on the contraction of 
additional medium-term credits, and probably in all cases in which 
Fund drawings were essential to deal with a debt situation as part of a 
stabilization effort. There is no safeguard when the standby expires. 

A similar question arises with regard to international institution 
loans and conventional-term national lenders such as Ex-Im, K.f.W.., 
the Japanese Export-Import Bank and their analogues in other coun- 
tries. These loans are generally at longer-term than supplier credits, 
but under current conditions their interest rates are sometimes higher. 
Institutional loans bear less heavily on the borrower’s balance of pay- 
ments, but their weight is considerably more than aid-type loans. The 
multilateral institutions have mitigated the effects by IDA credits, 
local cost financing, loans from the Fund for Special Operations, and 
long grace periods. The cost of relatively hard national loans has been 


21. 1969 Review, pp. 15, 16,57, 135. 
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offset in part by national soft loans, from budgetary sources in the 
U.S., Germany, Canada, Japan and other DAC countries. The effect 
has been rather uneven. 

If soft loans, especially commodity credits, which have long been 
advocated by the IBRD, DAC and others as the proper form of bilat- 
eral credits, must eventually pay off the harder credits, would it not be 
simpler and more direct to restrict institutional loans to the countries 
that can reasonably be expected to repay from their own resources — 
as the various charters enjoin—rather than to make more loans, even 
in limited amounts, to countries that will need aid for a long and indef- 
inite future? The IBRD has made loans to India since the refunding, 
albeit with a long grace period, and to Pakistan whose debt problem is 
as severe. There have also been bilateral credits on conventional terms. 

The question posed would suggest a more limited role in the finan- 
cing of development by conventional loans to the poorest countries. 
If IBRD loans were made only to countries with good prospects, its 
near future level of lending might be reduced, certainly not expanded 
at the rate foreseen by Mr. McNamara. IDA could, of course, usefully 
use as much as the Part I countries are willing to provide. IBRD-IDA 
would become more of an international aid agency than a bank. The 
Asian Development Bank and the Inter-American Development 
Bank, reasonably enough, are well on this road. The latter, as of De- 
cember 31, 1970, had committed more in FSO loans than in ordinary 
capita! loans. The Ex-Im, if its loans are to help the U.S. balance of 
payments, would make them to countries which will not need AID 
assistance to enable them to pay, to developed countries when loans 
are needed to get the export business, or to the more advanced of the 
developing countries. Financing development in face of the debt bur- 
den and the policies of existing institutions presents a many-horned 
dilemma. The fairly rigid dichotomy between “‘aid-recipient”” and 
“credit-worthy” suggested is not easy to apply in practice. The first 
class would include countries with low per capita incomes with no 
immediate prospect of self-sustaining “viability”; the second group, 
those with better export potential and a present low level of debt. If 
the ‘‘credit-worthy”’ finance their programs by conventional loans or 
supplier credits they can get in difficulty in not many years if they per- 
sistently borrow. 

The aid recipients would obtain finance on easy terms, grants or 
near-grant credits. If they productively use the resources provided and 
develop their exports in competition with better-off countries, there 
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can be charges of unfair competition. Latin Americans, and some- 
times North American producers, are not happy about concessional 
financing of cocoa, sugar, and coffee plantations, oilseed projects, 
cotton mills or other manufactures which sometimes add to the world 
supply of products that are already in surplus. If on the other hand 
they receive mainly maintenance balance of payments assistance there 
is a trend toward perpetual mendicancy. 

In fact some such classification of countries is practically inevitable. 
Resources for aid are scarce. Not all IDA Part II countries have re- 
ceived credits. The U.S. AID has to limit, now by statute, the number 
of countries to be aided and the amount to be given them. Theoreti- 
cally the problem is the reverse of the argument in taxation theory 
about least sacrifice, equal sacrifice and other variations on the utili- 
tarian theme. As in other cases, when theory cannot provide a precise 
answer, decisions are made pragmatically by the IBRD staff and 
management, by Congress and the AID administration, and by legis- 
latures and administrators in other countries. Data on per capita 
national incomes and debt burdens are far from precise, and export 
potential is uncertain. They can scarcely provide the basis for a distri- 
bution of aid according to formula, and a satisfactory formula, ne- 
glecting statistical problems, is more difficult to devise in international 
matters than it is in domestic grants-in-aid, say, in the United States or 
the United Kingdom. Decisions are unavoidably political; govern- 
ments are political by their nature; international organizations are 
polypolitical.2? The staunchest advocates of international, as opposed 
to bilateral aid would scarcely favor aid to mainland China even 
though its poverty is probably as great as India’s or Pakistan’s. 

In practice IBRD-IDA uses a triple classification. Some countries 
receive only Bank loans, some only IDA credits, and a fairly large 
group, a mixture of both. The first class includes the more advanced 
developing countries, e.g., Argentina, Brazil, Mexico and those with 
relatively good prospects (e.g., Iran, Israel, Malaysia, Singapore, 
Thailand). IDA-only countries (as of June 30, 1970) include some of 
the African states, Bolivia and Indonesia, poor countries and coun- 

22. ‘Under its Articles, the Bank cannot be guided in its decisions by political considerations; 
they must be based on economic criteria alone.” Its staff is a “group of trained professionals 
recruited on a broad international basis.” “‘However, since a member’s voting power is based on 
the amount of capital it has subscribed to the Bank, a combination of the largest shareholders 
could together defeat an issue requiring a simple majority of the votes, the normal requirement 
for decisions.” (World Bank, /00 Questions and Answers, March 1970, pp. 6, 7, 9.) The IDB 


Articles have similar provisions, but because of its relatively larger subscription, the U.S. has 
greater weight in ordinary capital loans and a legal veto on the Fund for Special Operations. 
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tries with heavy debt problems. Most developing countries are in the 
blending group. The ratio and consequently the resulting cost varies. 
To some extent this is a matter of projects, with IDA funds going more 
to educational and agricultural projects which have a slow return, or 
of credits to countries with serious debt service problems, e.g., India, 
Pakistan, Indonesia. To an important extent the division has been af- 
fected by the availability of IDA resources. If IDA got more from the 
Part I countries, no doubt the proportion would be higher. In other 
cases the decision has taken into account the availability of conces- 
sional loans from the U.S., the U.K., France and other countries. 

Individual creditor-donor countries have also followed the triple 
policy, and there is some rough correspondence in the pattern, de- 
pending on the availability of funds and their political interests. Hence 
debt service as a ratio to principal will vary with the terms at which a 
given country borrows. Those that borrow at harder terms will have 
more difficulty than those which obtain more concessional finance. It 
cannot reasonably be expected that terms will become uniform, and 
the “‘mix”’ will continue to be somewhat arbitrary in view of the funds 
available, even if there were any rational way of predicting the eco- 
mic future of the recipients and determining the relative advantages 
to be given to one country as opposed to others. 


CLOSING 


The process of economic development will take a long time. How 
long is impossible to predict with assurance. If India, Pakistan, and 
Indonesia are to increase their real GNP per capita ($90—-100) to the 
level, say, of Mexico or Chile ($470—490) over time it will take about 27 
years with an annual per capita growth rate of 6 percent, and more 
than 50 years at 3 percent. Their estimated per capita growth rates 
(1961-67) were, however, 0.9, 2.9 and 0.6 percent respectively.23 For 
the African countries (except oil producers) the process will be far 
longer. It is quite possible that the development process could become 
one of rapidly increasing returns. Population growth may be slowed 
over time. Political and administrative reform could speed up the pro- 
cess. To the extent that economic growth is dependent on foreign 
assistance the indication is that there will be a need for many years. 


23. World Bank Atlas, 1969. Too much precision should not be attached to the figures in view 
of the statistical problems. They do indicate a rough order of magnitude. Per capita means are 
deceptive in terms of welfare which would be measured by medians, for which data are lacking. 
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The Pearson Commission?4 guesses that the year 2000 might mark the 
end of the need for concessional assistance. 

Since foreign aid is provided by the donor countries largely on a 
loan basis, it may be expected that the debt of the developing countries 
will grow. Their debt service requirements will increase, the rate de- 
pending on loan terms. For those countries that will be continued re- 
cipients of loan aid, debt service will increase at some compound inter- 
est rate of from 3 to 5 percent at AID terms—the higher rate after the 
expiration of grace—or on other comparable terms conforming to the 
DAC recommendations; by 8 to 10 percent at the average terms now 
applied. If less aid is given, debt service will be lighter and growth 
slower, but the debt situation will be more acute. 

The oil producers and some others can service debt even if they do 
not advance much economically. For the others exports will depend in 
major part on economic growth and the direction their production 
takes. If production is concentrated on internal consumption, debt 
servicing potential does not increase pari passu. This may indeed be 
what welfare considerations demand. If the economy is export-orient- 
ed servicing debt will be easier, but even then the mounting burden 
will require refunding in many cases. In the nearer future the refunding 
will be more urgent for existing debt. By 1980 or 1985 it may be neces- 
sary to refund concessional debt. 

Hitherto, the donor-creditors have preferred indirect refunding by 
giving new loans, and probably, the recipient-debtors have also. The 
harder creditors have favored this technique which shifts part of the 
burden to the easier creditors. The debtors do not like to admit that 
they cannot pay. There is, however, little likelihood that bilateral or 
multilateral aid funds will be appropriated in the future at the com- 
pounded rates necessary to continue this process. 

Accordingly, greater attention has been given to refunding as a 
“legitimate form of aid.”’ Any refunding has a grant element in it: the 
present value of a future payment is always less than the amount post- 
poned at any positive rate of interest. It is also the equivalent of untied 
aid since it releases an equivalent amount of earnings to be spent by the 
debtor at will. Moreover, it distributes the burden among the credi- 
tors, at least in proportion to their debt claims, unless, as in the Indian 
case, the harder creditors refund a larger portion of their claims, so 
equalizing the burden to a degree. The indirect methods do not have 
this safeguard. Finally the creditors may have to accept the inevitable. 
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Debt refundings are not likely to fall into a fixed pattern. The sim- 
pler Paris-Hague Club treatments are not as readily adaptable to 
countries with more complex debt situations arising from prolonged 
borrowing at different terms. The Indian and Indonesian cases are so 
far quite exceptional. The creditors probably would prefer a succes- 
sion of shorter-term refundings to the large commitment involved in 
the longer-range treatments. Each case will be a separate negotiation. 
In some cases it will be complicated by debts to the CMEA countries. 

Some of the more advanced and export-oriented countries will 
probably be able to service their outstanding debt, some even without 
refundings of principal. Others may be in a position to pay interest 
with rescheduled principal, and eventually pay off principal. This may 
be as much as the creditors can hope for. For the hard-core aid recip- 
ients this is more doubtful within the foreseeable future unless their 
development is to be curtailed. With the large grant element contained 
in current concessional loans when made, further increased by re- 
scheduling or refunding, they will closely approximate grants. The 
donors may for all practical purposes recognize that what they ad- 
vance as aid will not be repaid for a long time, if ever. They may not be 
willing to accept as a precept, but be reconciled in fact, to the scrip- 
tural injunction “*.. . and lend without any hope of return. You will 
have great reward, and you will be sons of the Most High...” (Luke 
©2735): 


APPENDIX: 

REPETITIVE BORROWING (OR LENDING) 
AND THE PERIOD IN WHICH REPAYMENT 
EXCEEDS NEW BORROWING (OR RECEIPTS 
EQUAL NEW LOANS) 


Introduction 


It has long been known that a country cannot successfully borrow to meet 
a balance of payments deficit over a long period of years, since after some time 
a point is reached at which interest and amortization of loans previously con- 
tracted will equal (or exceed) the amount of new borrowing. After this point 
increased borrowing is necessary to cover a deficit of a given amount, a situa- 
tion which is likely to lead to debt difficulties. 

Conversely, a lending agency may increase its volume of loans without 
correspondingly increasing its own capital or debt since after a point repay- 
ments equal new loans made. 

These conclusions have generally been illustrated by numeric examples. 
Following are derivations of general formulae and tabulations of results for 
varying terms and interest rates. There are two sets of equations. The first 
applies to straight-line amortization, without and with grace periods on prin- 
cipal payments. These are the usual terms of loans by the Ex-Im, the IDB and 
ADB, commercial banks, and loans by European lenders, which are usually 
covered by some form of public agency guarantee. The transactions may be 
evidenced by serial notes. The second set of relations is given in terms of an- 
nual level payments of interest and amortization, with or without grace per- 
iods. This is the form usually taken by AID credits and IBRD loans. (In the 
case of IBRD loans, the level payment is only approximate in that the annual 
principal payments are rounded.) 

The equations and tables are given for annual payments of interest and 
amortization to simplify computation and illustration. Semiannual install- 
ments are more common in practice, though the results differ only fraction- 
ally, particularly in the longer periods. For mathematical simplicity it is also’ 
assumed that loans are made on January | of each year, that interest is pay- 
able on the amount outstanding during the year, and that amortization pay- 
ments are made December 31. 

The formulae derived here are general for the assumed terms. In the case of 
any one country, loans have been secured at varying rates of interest and 
amortization and other terms, so that an appraisal of its situation requires 
computation of actual data. 

While the equations are general and the illustrative tables were electron- 
ically computed from the equations, the limitations of the mathematical con- 
struct must be borne in mind in making any application of the results. The 
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tabulations are correct only on the assumption that the amount borrowed 
each year is the same and that the interest and amortization terms are iden- 
tical for each loan. If, however, a country borrows more in one year than in 
another, or a lending agency lends more in successive years, the ““break-even”’ 
point, at which payments (receipts) equal new borrowings (loans) will be 
later. If the level of borrowing or lending is reduced, the “break-even”’ point 
will be reached sooner. If interest rates rise, the point will be sooner reached, 
as is evident from a glance at the tables. 


IA. Linear Amortization 


To derive a formula to determine the year in which payments of interest and 
amortization on a series of annual loans will equal new loans (or receipts by 
the lender will equal new disbursements) assuming a constant annual loan 
principal, no grace period on repayment, and amortization in equal annual 
installments, 


Let P = the principal amount of each annual loan, 
i = annual interest on the outstanding balance, 
n = the number of years of amortization by equal annual install- 


| 


ments, 

m = the year in which payments (receipts) equal the amount of new 
loans, and 

R = total receipts to lenders = total payments by borrower in mth 
year. 


Annual amortization on each loan = P/n. 


(1) Inthemth year, total amortization will be mP/n. 
Cumulative amortization to the end of themth year will be 


; the total outstanding will be 
n n n n 2 


mP(m +1) 2nmP — m?P —mP 
mP — ed : 
n D 2n 





Interest will be payable on the total loaned less the interest on the a- 
mounts amortized to the beginning of the mth year, 1.e., total receipts in 
mth year will be 


[m(m — 1)] 


mP ; : 
(3) R = — + iPm — iP 
1 2n 


! 
(4) 2nR = 2mP + 2imnP — im?P + imP. 


Ifthe mth year be defined as the one in which R = P, then 
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(5) 2nP = 2mP + 2imnP — im?P + imP, 
(6) 2n = 2m + 2imn — im? + im, 

(7) im? — im — 2imn — 2m + 2n = 0, 
(8) im? — m(i + 2in + 2) + 2n = 0, 


2+ in + 1) + J/[2 + iQn + 1)]? — 8in 














Oi F ; 
Rye 2+ i2n+1)+ J4 + 8in + 4i2 + 4in? + 47?2n + 7 — Bin 
a —— - ao ee a ae ai a ire 2i : = — a ae 9 
i\g = eee J4 + i) + 7Qn + 1) 
m = = f 


2i 


Table IA. Cycle of Loans at Annual Amount of P: Years in which Receipts 
of Interest and Annual Amortization (Equal Annual Payments) of Principal 
Will Equal New Principal Loaned, with No Grace Period on Principal (Interest 
Rates Percent per Annum). 


n 0.5 1.0 3) 2.0 Pee) 3.0 3h.5) 4.0 


5 4.93 4.85 4.78 4.70 4.63 4.56 4.49 4.42 
10 oe 9.45 9.19 8.92 8.66 8.41 8.16 7.93 
15 14.40 13.81 13.24 12.68 12.14 11.62 11.13 10.66 
20 18.96 17.93 1694 16.00 15.11 1428 13.50 12.79 





n 4.5 5.0 ES) 6.0 6.5 7.0 Tas) 8.0 


5 4.35 4.28 4.21 4.15 4.08 4.02 3.95 3.89 
10 7.70 7.47 7.26 7.05 6.85 6.66 6.47 6.30 
15 10.22 9.80 9.41 9.04 8.70 8.37 8.06 7.78 
20 122 SES S095 Oras 9.95 9.5] Spiel 8.73 


2 + in + ll) a A(t) eae Onmeen)e 
Generalform: m = — Pissli ) =a. ce biett . 





2i 


where n = the term of the loan in years, and 
i = the annual interest rate. 
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IB. Linear Amortization with Grace Period 


(2 


t 
— 


Let P = principal amount of each annual loan, 
i = annual interest on outstanding balance, 
n = number of years of amortization by equal annual payments 
after the grace period, 
g = number of years of grace, 
m = the year in which payments (receipts) equal the amount of new 
loans, 
m’ = the number of loans paying amortization in the mth year, and 
R = total receipts to lenders = total payments by borrower in mth 
year. 


m=m +g. 


In the mth year, the receipts of amortization will be m’(P/n), and of 
interest, 


[m'(m' — 1)] 


Ai = G))) — tle 
2n 























(3) Total receipts inmth year, 
P iP / / = 1 
R =m’ — + iP(m’ + g) — tena = NNN) 
n 2n 
2nR 
(4) 2m’ + 2in(m’ + g) — im’ — 1) = Pp” 
(5) Inthe mth year, R = P,so that 
2m' + 2im'n + 2ign — m’7i + m’i = 2n, 
6) im? —m Cina 1 -- 2) 45 2n(l — ig) = 0; 
, 2+ in + 1) + /4 + 4iQ2n + 1) + i7(2n + 1) — Bin(1 — ig) 
(7) m' = ; 
21 
T2eCre i) 4 40) en Fe 1)= =e 8ngil 
. 2i ; 
Ona 1) 3 AC Om 1)? Sen 
(83) m=g + + i(2n + 1) + /4( ) L( ) 9] 


21 
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Table IB. Years in which Payments Equal Receipts, with Equal Annual Loans, 
Linear Amortization with Grace Periods on Principal (Interest Rates Percent 


per Annum). 








g+n 2.0 Zs 3.0 ) 4.0 4.5 5.0 
1+ 5 5.61 Sol 5.41 Sy 5.23 5.14 5.05 
2+ 10 10.5 10.19 9.85 9.53 9.21 8.91 8.62 
3 + 15 14.8 14.11 13:43 12579) 219) San 
3 + 20 17.91 16.81 15:79! W485; 14:00! 13:22) S295 
3 + 25 20:62" 1910)" T7573 ers 15.42 14.44 13.57 
g+n Sa) 6.0 6.5 7.0 TES 8.0 
1+5 4.96 4.87 4.79 4.70 4.62 4.54 
2+ 10 8.34 8.08 7.83 7.59 7.36 7.14 
3+ 15 10.62 10.17 9.75 9.36 9.00 8.66 
3 + 20 11.87 11.28 10.74 10.24 9.79 9.37 
3 + 25 12.78 12:08 11.45 10:87 10:35 9.87 


2+ i2n + 1) + /4(1 + i) + P[Qn + 1)? + 8Bng] 





General form:m = g + 


IIA. Level Payment 


To determine the year in which receipts will equal new loans (or payments 
equal new loans) with annual level payments of interest and principal, no 
grace period. Theannual installment on each loan (P) is the annuity whose 
present value at compound interest is Paz". 


2i 


(1) In mth year there will be m payments, mPa;7'. 


If payments equal new loans, P, 


Q) 2 naa 


- m 
(3) 1 = ma,’ = —, and 
an 


4) im =—.25 = id +i 


(1+ i” — 1 
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Table ITA. Years in which Receipts Will Equal New Loans of an Annual 
Constant Amount, with Annual Level Payments of Principal and Interest, and 
No Grace Period (Interest Rates Percent per Annum). 


n 0.5 1.0 ES 2.0 2.5 3.0 3h] 4.0 


5 4.93 4.85 4.78 4.71 4.65 4.58 4.52 4.45 
10 9.73 9.47 922 8.98 8.75 8.53 8.32 8.11 
15 14.42 13.87 13.34 12.85 12.38 11.94 11.52 11.12 
20 18:99 18.05 17.17 1635 15.59 1488 14.21 13.59 


n 4.5 5.0 alo) 6.0 6.5 7.0 Ves) 8.0 


5 4.39 4.33 4.27 4.21 4.16 4.10 4.05 3.99 
10 esi 7.72 7.54 7.36 7.19 7.02 6.86 6.71 
15 10.74 10.38 10.04 OFT 9.40 Ome 8.83 8.56 
20 13101246 OS E47 102 10'S9) 0119 9.82 


(1+ i" -— 1 
i(1 + i)" 





General form: m = 


IIB. Level Payment with Grace Period 


To determine the year in which receipts will equal new loans (or payments 
will equal new loans) with annual level payments of interest and principal 
after a grace period during which only interest is paid (assuming the same 
rate of interest in grace period as in repayment period). In any mth year, 
wherem > g (years of grace), m’ loans will pay amortization and g loans 
will be paying interest only. 


(1) m’ =m — g. 


(2) Total receipts will be ig P + m'(P/a,). Ifreceipts equal new loans, 


(5) 4, — gia, +m 
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(6) m' =a, — gia, 
(7) m=a,+ 9 — gia, 
=g+(l—gia,, 


Re (Gite fo) eee 
8 - 1 — en 
(8) m=g + ( gi) it + ay" 


Table ITB. Years in which Receipts Will Equal New Loans of an Annual 
Constant Amount, with Annual Level Payments of Principal and Interest, with 
Grace Period (Interest Rates Percent per Annum). 

gt+n 0.5 1.0 ES 2.0 2.5 3.0 35 4.0 


1+ 5 5.90 5.80 Savi 5.62 5:59 5.44 5.36 Sei, 
2+ 10 163) E28) 1095 O62 10s 0102 ONS 9.46 
3 E 5 17.20) W645) S74 S08" 14745) 1S i86) 3 Seas 
See) 21-70) 20:50) 1940) 18 37) A?) G54 is /2 eG 
9 + 40 43.54 38.88 34.88 31.43 28.45 25.87 23.63 21.67 





g+n 4.5 5.0 5.5 6.0 6.5 7.0 7.5 8.0 


Tas) SaL9) Salil 5.04 4.96 4.89 4.81 4.74 4.67 
Za 9.20 8.95 8.71 8.48 8.25 8.04 7.83 7.64 
Sele 228 ES 2S SiO GOS 7 O20 9.84 OL 
3 -F 20 L425) 1355912298) ae S737 0S 0 ORS 
9 


+ 40 19395" 8445) 17 OP S92) IAS. ISS S09 izes 


(agi) Cue onD) eee 
General form:m = g + ue i) 
i =; a)F 
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